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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17483/January 23, 1981 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 
San Francisco, California 94104 


(SR-PSE-80—11) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 9, 1980, the Pacific Stock Exchange 
Incorporated (“PSE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change to adopt new Options 
Procedure Advice B-9 to specify disciplinary 
sanctions that may be imposed on Market Makers 
for failure to satisfy the trading activity requirements 
set forth in PSE Rule VI, Section 79 (.04). On January 
15, 1981, PSE filed an amendment to the proposed 
rule change to clarify that the sanctions set forth in 
the Advice were the minimum sanctions and that 
more severe penalties could be imposed in the event 
of aggravating circumstances. ! 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 16893, June 
13, 1980) and by publication in the Federal Register 
(45 FR 41750, June 20, 1980). All written 
statements with respect to the proposed rule change 
between the Commission and any person were 
considered and (with the exception of those 
statements or communications which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. 552) were made available to 
the public at the Commission’s Public Reference 
Room. 





‘Section 6(b)(6) of the Act requires that the rules of a 
national securities exchange provide that the 
members of the exchange or their associated 
persons shall be appropriately disciplined for 
violation of the rules of the exchange. 
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The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17484/January 23, 1981 


A notice has been issued giving interested persons 
until February 13, 1981 to comment on the 
application of AMERICAN BUSINESS PRODUCTS, 
INC. to withdraw its common stock ($2 par value) 
from listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17485/January 26, 1981 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 


File No. SR-CBOE-80-28 


The Chicago Board Options Exchange, Incorporated 
submitted on December 29, 1980, a proposed rule 
change under Rule 19b-4 to permit, when unusual 
trading conditions exist, two floor officials to waive 
the requirements of Rule 8.7(b)(i), with respect to 
maximum bid/ask differentials, in those options 
series 10 or more points in the money to allow 
market-makers to make bid/ask differentials as 
wide as the quotation in the primary market for the 
underlying security. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
February 2, 1981. In order to assist the Commission 
to determine whether to approve the proposed rule 
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change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-SBOE-80-28. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change between the Commission 
and any person, other than those which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room 1100 L Street, N.W. Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17486/January 26, 1981 


NOTICE OF FILING OF PROPOSED AMENDMENT TO 
THE PLAN FOR AN INTERMARKET TRADING 
SYSTEM 


File No. 4-208 


On September 19, 1980, the participants in the 
Inter-market Trading System (“IT”)! filed with the 
Commission and amendment (“Amendment”) to 
the “Plan for the Purpose of Creating and Operating 
an Intermarket Communications Linkage” (“ITS 
Plan”).? The ITS is an experimental market linkage 
facility which links participating market centers and 
provides facilities and procedures for routing of 
commitments to trade and administrative messages 
between and among the participants.* 


The Amendment would effect changes in Section 
8(a) of the ITS Plan concerning the method of 
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allocating “development costs’* among the 
participants in the ITS Plan. Under the Amendment, 
each existing participant's share of any development 
cost incurred on or after January 1, 1980 which 
benefits all participants would be equal to its share 
of the “volume base’® for the calendar quarter 
preceding the quarter in which the ITS participants 
agree to incur such cost.® Similarly, under the 
Amendment, each new participant's share of any 
development cost incurred on or after January 1, 
1980 and prior to it becoming a participant shall be 
equal to its share of the development cost had it 
been an existing participant at the time the cost was 
incurred, provided that such development cost 





‘The participants inlcude the American (“Amex”), 
Boston, Midwest, New York (“NYSE”), Pacific and 
Philadelphia Stock Exchanges. 


The ITS Plan and amendments thereto are 
contained in File No. 4-208. 


‘The ITS Plan was first approved on an interim basis 
in 1978. Securities Exchange Act Release No. 14661 
(April 14, 1978), 43 FR 17419. Approval on a 
temporary basis has been extended through January 
31, 1983. Securities Exchange Act Release No. 
16214 (September 21, 1979), 44 FR 56069. 


‘The term “development costs” is defined in Section 
8(a) of the ITS Plan. 


5As defined in Section 8(a) of the ITS Plan, the 
“volume base” for any calendar quarter is computed 
by adding together (a) the total volume reported by 
the CTA Plan processor in Network A Eligible 
Securities during the calendary quarter for which the 
volume base is being compted and (b) the total 
volume reported by the Amex during such calendar 
quarter in those ten Network B Eligible Securities in 
which the greatest trading volume occured on the 
Amex during such calendar quarter. 


Under the current formula, each existing 
participant’s share of any development cost 
incurred prior to July 1, 1978, as such costs had 
been allocated by agreement among the then ITS 
participants. 
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benefited such participant.’ The share of previously 
incurred development costs paid by each new 
participant shall be retained by the NYSE, unless the 
NYSE was not charged a portion of any particular 
development cost incurred after June 30, 1978 
because the particular development cost did not 
benefit the NYSE, in which case the new 
participant’s payment with respect to that 
development cost shall be distributed to the partici- 
pants that paid such development cost, pro rata in 
accordance with their payments thereof.® 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
February 2, 1981. In order to assist the Commission 
in determining whether to approve the amendment, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. 4-208. 


Copies of the submission, including all 
amendments, all written statements with respect to 
the Amendment which are filed with the 
Commission, and of all written communications 
relating to the Amendment between the 
Commission and any person, other than those which 





Under the currnet formula, each new participant’s 
share of development costs incurred prior to July 1, 
1978 would be equal to its share of the “1977 volume 
base”, as defined in Section 8(a) of the ITS Plan. The 
“1977 volume base” is computed by adding together 
(a) the total volume reported by the CTA Plan 
processor in Network a Eligible Securities during the 
first ten months of 1977 and (b) the total volume 
reported by the Amex during that same period in 
those ten Network B Eligible Securities in which the 
greatest trading volume occurred on the Amex 
during that period. The Amendment extends the use 
of the current formula to include development costs 
incurred prior to January 1, 1980. 


®Under the current formula the NYSE retains the 


share of development costs incurred prior to July 1, 
1978 paid by any new participant. 
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may be withheld from the public? will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 20549. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17487/January 27, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY CHICAGO BOARD 
OPTIONS EXCHANGE, INCORPORATED 


File No. SR-CBOE-81-1 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on January 2, 1981, a proposed 
rule change under Rule 19b-4 to authorize a CBOE 
member who has financed the purchase of an 
Exchange membership for another CBOE member 
to cause that membership to be sold. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days 
of the filing of such proposed rule change, the 
Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the pubic 
interest, for the protection of investors, or otherwise 
in furtherance of the purposes of the Securities 
Exchange Act of 1934. 


Publication of the submission is expected to be 
in the Federal Register during the week of February 
2, 1981. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change or institute 
proceedings to deterine whether the proposed rule 
change should be disapproved, interested persons 





°See 17 CFR §240.24b-2. 


‘See Pub. L. No. 87-592, 76 Stat. 394 (15 U.S.C. 
§78d-1); 17 CFR §200.30-3(a)(29). 


Volume 21, No. 18, February 10, 1981 





are invited to submit written data, views 
and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-CBOE-81-i. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
Bt. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17488/January 27, 1981 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-80-29 


The National Association of Securities Dealers, Inc. 
(the “NASD”) submitted on December 31, 1980, a 
proposed rule change under Rule 19b-4 of the 
Securities Exchange Act of 1934 to amend Schedule 
E under Article IV, Section 2 of its By-Laws. Schedule 
E establishes requirements for participation by 
NASD member in the public distribution of its own 
securities or the securities issued by an affiliate. The 
proposed rule change would remove the restrictions 
on the size and frequency of public offerings of 
members’ securities, the information disclosed in 
connection with such offerings, and the ability of 
certain persons to dispose of personal holdings of 
members’ securities. The proposed rule change also 
would reduce significantly the number of offerings 
by affiliates of members which are subject to 
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Schedule E. 


Publication of the submission is exptected to be 
made in the Federal Register during the week of 
January 26, 1981. In order to assist the Commission 
in determining whether to approve the proposed rule 
change or to institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NASD-80-29. 


Copies of the submission, all subsequent 
amendmerts, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 


D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17489/ January 27, 1981 


A notice has been issued giving interested persons 
until February 18, 1981 to comment on the 
application of CENVILL COMMUNITIES, INC. to 
withdraw its common stock ($.01 par value) from 
listing and registration on the American Stock 
Exchange. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17490/January 17, 1981 


A notice has been issued giving interested persons 
until February 18, 1981 to comment on the 
applications of the Midwest Stock Exchange for 
unlisted trading privileges in three stocks which are 
listed and registered on one or more other. national 
securities exchanges and are reported in the 
consolidated transaction reporting system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17491/January 28, 1981 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike the 
common stock ($1 par value) of BERNZOMATIC 
CORPORATION from listing and registration 
thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17492/January 28, 1981 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL SECURITIES CLEARING 
CORPORATION (File No. SR-NSCC-80-35) 


National Securities Clearing Corporation (“NSCC”) 
submitted a proposed rule change on December 19, 
1980, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934, that would formalize hearing 
procedures and would establish and amend 
standards of financial responsibility, operational 
capacity, experience, and competence for initial and 
continued membership in NSCC. 


Publication of the submission is expected to be made 
in the Federal Register during the week of February 
2, 1981. Interested persons are invited to submit 
written data, views and arguments concerning the 
submission within twenty-one days from the date of 
publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capital Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NSCC-80-35. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
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Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17493/January 28, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE NATIONAL SECURITIES 
CLEARING CORPORATION 


(File No. SR-NSCC-81-1) 


National Securities Clearing Corporation (‘“NSCC”) 
submitted on January 21, 1981, a proposed rule 
change making permanent a temporary rule giving 
NSCC the discretion to require settling members to 
provide appropriate staff in their offices during 
specified hours on non-clearing days. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to 
the Commission that such action is necessary or 
appropriate in the public interest, for the protection 
of investors, or otherwise in furtherance of the 
purpose of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
February 2, 1981. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within twenty-one days 
from the date of publication in the Federal Register. 
Persons desiring to make written submission should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capital Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-NSCC-81- 
4: 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 


available for public inspection at the Securities and 


Volume 21, No. 18, February 10, 1981 





Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17494/January 28, 1981 


NOTICE OF WITHDRAWAL OR PROPOSED RULE 
CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, IND. 


File No. SR-NASD-79-14 


On December 4, 1979, the National Association of 
Securities Dealers, Inc., (“NASD”) filed with the 
Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 and Rule 19b-4 
thereunder, copies of a proposed rule change. The 
proposed rule change would have relieved a 
member of liability for over-the-counter transactions 
that remained uncompared for more than fifteen 
days after being submitted by the member to that 
member's registered clearing agency. 


Notice of the proposed rule change, together with 
the terms of substance of the proposed rule change, 
was given by publication in a Commission release 
(Securities Exchange Act Release No. 16508, 
January 16, 1980) and by publication in the Federal 
Register January 16, 1980) and by publication inthe 
Federal Register (45 FR 5866, January 24, 1980). 
The Commission received no comment letters on 
the proposed rule change. By letter dated December 
17, 1980, the NASD advised the Commission that it 
wished to withdraw the proposed rule change from 
further consideration because in the NASD’s view, 
the proposed change conflicts with the “demand as 
of’ procedure for clearing over-the-counter 
transactions through the National Securities 
Clearing Corporation (“NSCC”). NSCC’s “demand as 
of’ procedure was approved by the Commission on 
September 5, 1980. (See Release No. 17123) In its 
letter, the NASD stated that its accord with NSCC’s 
procedures formed the basis for its desire to 
withdraw SR-NASD- 79-14. 
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The Commission has considered the NASD’s letter 
as a request for consent to the withdrawal of the 
proposed rule change. Accordingly, SR-NASD-79-14 
is withdrawn. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17495/January 28, 1981 


In the Matter of 
PEPSICO CAPITAL RESOURCES, INC. 
File No.: 81-643 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT. 


The Securities and Exchange Commission has 
issued an order granting the application of 
PepsiCo Capital Resources, Inc. for an exemption 
from reporting requirements under Sections 13 and 
15(d) of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17496/January 29, 1981 


DELEGATION OF AUTHORITY TO THE DIRECTOR OF 
THE DIVISION OF CORPORATION FINANCE. 


ACTION: Final rule. 


SUMMARY: The Commission announces an 
amendment to its Rules of Organization by 
delegating to the Director of the Division of 
Corporation Finance the authority to accelerate the 
termination of the registration of certain securities of 
certain foreign issuers. 


EFFECTIVE DATE: Upon publication in the Federal 
Register. 


FOR FURTHER INFORMATION CONTACT: Carl T. 
Bodolus or Ronald Adee at (202) 272-3246. 
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SUPPLEMENTARY INFORMATION: The 
Commission announces a technical amendment to 
its general organization rule which delegates 
authority to the Director of the Division of 
Corporation Finance [17 CFR 200.30-1]. Rule 12g3- 
2(a)(2) [17 CFR 240.12g3-2(a)(2)] provides for the 
termination of registration under Section 12(g) of 
the Securities Exchange Act of 1934 (the “Act”) [15 
U.S.C. 781(g)] of a class of equity securities of a 
foreign private issuer if such securities are held of 
record by less than 300 shareholders resident in the 
United States. The termination is effective 90 days 
after the registrant has filed with the Commission a 
certification that the number of United States 
shareholders is less than 300. At the request of the 
registrant, the Commission can accelerate the 
effective date of the termination of registration. 


Since the Commission has delegated to the Director 
of the Division of Corporation Finance authority to 
accelerate the termination of registrations pursuant 
to Section 12(g)(4) of the Act,! the action taken today 
is consistent with existing procedure and will 
facilitate the timely disposition of request for 
acceleration of termination pursuant to Rule 12g3- 
2(a)(2). 


TEXT OF AMENDMENT 
17 CFR Chapter II is amended as follows: 


PART 200-ORGANIZATION; CONDUCT AND 
ETHICS; AND INFORMATION AND REQUESTS 


In §200.30-1 paragraph (d)(8) is amended to read 
as follows: 


§200.30-1 Delegation of authority to Director of 
Corporation Finance. 


(d) & &. = 


(8) At the request of the issuer to accelerate the 
termination of registration of any class of equity 
securities as provided in section 12(g)(4) of the Act 
(15 U.S.C. 781(g)(4)) or as provided in Rule 12g3- 
2(a)(2) (§240.12g3-2(a)(2)). 


* Kk OK OK 





That Section provides for termination of registration 
when the class of equity securities is held by less 
than 300 security-holders. 
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STATUTORY AUTHORITY 


This amendment to the Commission’s general 
organization rule delegating authority to the Director 
of the Division of Corporation Finance is adopted 
pursuant to Section l(a) of the Delegation of 
Functions Act [15 U.S.C. 78d-1(a)]. 


[Sec. 1(a), 76 Stat. 394; 89 Stat. 163; 15 U.S.C. 77g, 
77\, 77s(a), 78m, 78q(d), 78u(a), 79e(b), 79n, 
79q(a), 80a-8, 80a-29, 80a-30(c), 80a-37(a), 78d- 
1(a)]. 


Procedural Matter 


With respect to the amendment to the Commission's 
general organization rule delegating authority to the 
Director of the Division of Corporation Finance, the 
Commission finds that such amendment relates 
solely to agency management and personnel and, 
accordingly, is expected pursuant to Section 
553(a)(2) of the Administrative Procedure Act 
(“APA”) (5 U.S.C. §553(a)(1)) from the provisions of 
the APA which require prior notice and comment 5 
U.S.C. 553(b)) and postponement of the effective 
date for at least 30 days after publication in the 
Federal Register (5 U.S.C. 553(d)). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17497/ January 29, 1981 


An order has been issued granting the application of 
the New York Stock Exchange to strike the common 
stock ($.50 Par Value), 5-1/2% Convertible Subordi- 
nated Debentures (Due 6/1/88), and 6-1/2% 
Concertible Subordinated Debentures (Due 
7/1/91) of NATIONAL CITY LINES, INC. from listing 
and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17498/January 29, 1981 


An order has been issued granting the application of 
AAR CORP. to withdraw its common stock ($1 Par 
Value) from listing and registration on the American 
Stock Exchange, Inc. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17499/ January 29, 1981 


INVESTMENT ADVISERS ACT OF 1940 
Release No. IA-748/January 29, 1981 


Admin. Proc. File No. 3-6001 


In the Matter of 
JEROME E. TREISMAN 


ORDER INSTITUTING PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTIONS 


On January 23, 1973, Jerome E. Treisman 
(“Treisman”), in a criminal proceeding instituted in 
the Southern District of New York, (United States v. 
Treisman 73 Cr. 74), pled guilty to unlawfully, 
wilfully and knowingly and without just cause 
hindering the making and keeping of required 
investment advisory materials on behalf of Tudor 
Hedge Fund by preparing and assisting in the 
preparation of a research report, which purported to 
be research information concerning Computerized 
Knitwear, Inc., a stock owned by the Fund, in order to 
create the appearance that the aforesaid security 
had been purchased by the Fund on the basis of its 
investment merits. In a civil injunctive action 
instituted by the Commission in the Southern 
District of New York, (Securities and Exchange 
Commission v. Everest Management Corp. et al., 71 
Civ. 4932), arising out of the same alleged violative 
activities involved in the criminal action and other 
alleged violative activities, Treisman in January 
1981, without admitting or denying the allegations of 
the complaint, consented to the entry of a judgment 
of permanent injunction enjoining him from future 
violations of the federal securities laws. 


Pursuant to the provisions of Section 15(b)(6) of the 
Securities Exchange Act of 1934 and Section 203(f) 
of the Investment Advisers Act of 1940, the 
Commission may institute administrative 
proceedings to censure or place limitations on any 
person associated with a broker dealer and/or an 
investment adviser if that person, in connection with 
the purchase or sale of securities, has been 
permanently enjoined by a court of competent 
jurisdiction and/or has been convicted of any felony 
or misdeamor. Under Section 9(a) of the Investment 
Company Act of 1940, such a criminal conviction 
and/or permanent injunction automatically 
prohibits a person from serving as an employee, 
officer, director, member of an advisory board, 
investment adviser...for any registered open-end 
investment company, registered unit investment 
trust or registered face-amount certificate company. 
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Treisman, in conjunction with settling the civil 
injunctive proceedings, has submitted an offer of 
settlement for the purpose of attempting to resolve 
matters arising under Section 15(b) of the Securities 
Exchange Act of 1934 and Section 203 of the 
Investment Advisers Act of 1940 by reason of his 
having consented to the entry of a judgment of 
permanent injunction against him in the civil action 
involving violations of the federal securities laws and 
by reason of his having pled guilty to criminal 
violations of Sections 48(b) and 49 of the Investment 
Company Act of 1940. Treisman in his offer of 
settlement understands, however, that the 
Commission will not act on any application by him 
for relief from the disqualification provisions of 
Section 9(a) of the Investment Company Act of 1940 
until such time as it has a definite proposal to 
consider and without first issuing a notice of filing of 
his application in order to afford interested parties 
the opportunity to be heard on the application. 


Treisman in his offer of settlement states that he has 
not been associated in any capacity with a broker or 
dealer, investment adviser or investment company 
subject to the jurisdiction of the Commission since 
he pled guilty to a criminal action in January 23, 
1973. Treisman, in his offer of settlement, agrees to 
the issuance of this Order of the Commission which 
bars him from being associated in any capacity with 
a broker-dealer and investment adviser provided, 
however, that such order allows him to make an 
application upon a satisfactory showing that he will 
be adequately supervised for an order of the 
Commission which allows him to become associated 
with a broker-dealer and/or investment adviser ina 
capacity wherein he would not be a proprietor 
(partner, shareholder or subordinated lender) 
officer, manager or supervisor. 


Under the terms of his settlement, Treisman, solely 
for the purposes of resolving the issues arising under 
the aforesaid sections of the Securities Exchange 
Act of 1934 and the Investment Advisers Act of 1940 
consents, among other things, to the issuance of this 
Order instituting proceedings and imposing 
sanctions, waives his right to a hearing by the 
Commission on the matter and waives his right to the 
filing of proposed findings of fact and conclusions of 
law. 


After careful consideration the Commission has 
determined to accept the Offer of Settlement 
submitted by Treisman. 


Accordingly, it is hereby ORDERED that the 
Commission, based upon the criminal conviction 
and the judgment of permanent injunction, deems it 
appropriate that proceedings be, and they hereby 
are, instituted against Treisman pursuant to Section 
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15(b) of the Securities Exchange Act of 1934 and 
Section 203 of the Investment Advisers Act of 1940. 


IT IS FURTHER ORDERED that: 


1. Treisman be and hereby is barred from any and all 
association with any broker or dealer and/or 
investment adviser, including but not limited as a 
proprietor, (partner, shareholder or subordinated 
lender), officer, director, manager or supervisor 
capacity; provided, however, that at anytime 
subsequent to the entry by the Court of the judgment 
of a permanent injunction against him he may upon 
a showing that he will be adequately supervised 
apply to the Commission for an order allowing him to 
become associated with a broker or dealer and/or 
investment adviser in a capacity other than as a 
proprietor, (partner, shareholder or subordinated 
lender), officer, director, manager or supervisor; and 


2. Treisman comply with the terms of his offer of 
settlement not to become associated with a broker or 
dealer and/or investment adviser as a proprietor 
(partner shareholder or subordinated lender), 
officer, director, manager or supervisor without first 
obtaining permission of the Commission. 


This Order in no way purports to deal with Treisman’s 
disqualification under Section 9(a) of the 
Investment Company Act of 1940 prohibiting his 
association as an employee, officer, director, 
affiliate or proprietor of any registered open end 
investment company, registered unit investment 
trust or registered face-amount certificate company. 
As Treisman understands, any request for relief 
from the provisions of Section 9(a) will be 
entertained by the Commission at a time when 
Treisman has a definite proposal for the will devote 
Commission to consider and through the process of 
public notice of his application for relief. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17500/January 29, 1981 


FOREIGN CORRUPT PRACTICES ACT OF 1977 
ACTION: Statement of Policy. 

SUMMARY: The Commission’s policy regarding the 
Foreign Corrupt Practices Act of 1977 is set forth in 


an address by Chairman Harold M. Williams, entitled 
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“The Accounting Provisions of the Foreign Corrupt 
Practices Act: An Analysis,” which was given before 
the SEC Developments Conference of the American 
Institute of Certified Public Accountants. 


FOR FURTHER INFORMATION CONTACT: 


Mark B. Goldfus 

Special Counsel to the Chairman 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D. C. 20549 

(202) 272-2178. 


SUPPLEMENTARY INFORMATION: On January 13, 
1981, Chairman Harold M. Williams presented an 
address, “The Accounting Provisions of the Foreign 
Corrupt Practices Act: An Analysis,” to the SEC 
Developments Conference of the American Institute 
of Certified Public Accountants. This address was 
presented with the concurrence of all members of 
the Commission and constitutes the Commission’s 
policy regarding the matters discussed therein. 
Accordingly, 17 CFR 241 is amended by adding 
reference to this statement of policy thereto. The text 
of Chairman Willliams’ address follows. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





It is a pleasure to again address the AICPA’s SEC 
Developments Conference. In a departure from my 
talks of prior years—in which | generally surveyed a 
broad spectrum of current developments—today | 
will devote my remarks solely to one major auditing 
development of recent years: the accounting 
provisions of the Foreign Corrupt Practices Act of 
1977. The Act last month had its third anniversary. 
The time has come to apply the experience we now 
have in administering, and complying with, the Act 
to resolving the issues it has raised. 


When viewed from an abstract perspective, the Act’s 
accounting provisions seem merely to codify a basic 
and uncontroversial management principle: No 
enterprise of any size can operate successfully 
without maintaining effective controls over its 
transactions and the disposition of its assets. 
Perhaps in part because these provisions were 
considered truisms, the Act was passed without 
Congressional dissent. 


However, practical experience with new 
legislation—even a law thought to be noncon- 
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troversial—often will revea! unanticipated problems. 
Newly enacted standards, for example, may be 
subject to differing constructions or raise 
compliance difficulties and ambiguities unforeseen 
by their draftsmen. And, until these problems are 
resolved by an agency, the courts or the Congress, 
those who are subject to these laws are often faced, 
unfortunately, with some disquieting 
circumstances. 


The anxieties created by the Foreign Corrupt 
Practices Act—among men and women of utmost 
good faith—have been, in my experience, without 
equal. This consternation can be attributed, in 
significant part, to the spectre which some 
commentators have raised of exposure to 
Commission enforcement action, and perhaps 
criminal liability, as a result of technical and 
insignificant errors in corporate records or 
weaknesses in corporate internal accounting 
controls. In fact, some commentators claim that, 
because of the broad strokes with which the 
accounting provisions are fashioned, no corporate 
executive can ever feel fully confident that his 
corporation is in compliance with the law. And, other 
commentators have expressed fear that this lack of 
concrete statutory parameters evidences a meaning 
to the Act which is far beyond its Congressional 
intent. 


Such uncertainty can have a debilitating effect on 

the activities of those who seek to comply with the 
law. My sense is that, as a consequence, many 
businesses have been very cautious—sometimes 
overly so—in assuring at least technical compliance 
with the Act. And, therefore, business resources may 
have been diverted from more productive uses to 
overiy-burdensome compliance systems which 
extend beyond the requirements of sound 
management or the policies embodied in the Act. 
The public, of course, is not well served by such 
reactions. 


The Commission is sensitive to these concerns and 
considerations. The goal is to allow a business, 
acting in good faith, to comply with the Act’s 
accounting provisions in an innovative and cost- 
effective way and with a better sense of its legal 
responsibilities. | have conferred, accordingly, with 
my colleagues before presenting these remarks, and 
they have authorized me to advise you that these 
remarks constitute a statement of the Commission’s 
policy. 


| will begin with a summary of the Commission’s 
analysis. 


—Recordkeeping. The Act’s recordkeeping 
provision requires that a company maintain records 
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which reasonably and fairly reflect the transactions 
and dispositions of the company’s assets. This 
provision is intimately related to the requirement for 
a system of internal accounting controls, and we 
believe that records which are not relevant to 
accomplishing the objectives specified in the statute 
for the system of internal controls are not within the 
purview of the recordkeeping provision. Moreover, 
inadvertent recordkeeping mistakes will not give rise 
to Commission enforcement proceedings; nor could 
a company be enjoined for a falsification of which its 
management, broadly defined, was not aware and 
reasonably should not have known. 


—Internal accounting controls system. The Act does 
not mandate any particular kind of internal controls 
system. The test is whether a system, taken as a 
whole, reasonably meets the statute’s specified 
objectives. “Reasonableness,” a familiar legal 
concept, depends on an evaluation of all the facts 
and circumstances. 


—Deference. Private sector decisions implementing 
these statutory objectives are business decisions. 
And, reasonable business decisions should be 
afforded deference. This means that the issuer need 
not always select the best or the most effective 
control measure. However, the one selected must be 
reasonable under all the circumstances. 


—State of mind. The accounting provisions principal 
objective is to reach knowing or reckless conduct. 
Moreover, we would expect that the courts will issue 
injunctions only when there is a_ reasonable 
likelihood that the misconduct would be repeated. In 
the context of the accounting provisions, that 
showing is not likely to be possible when the conduct 
in question is inadvertent. 


—Status of subsidiaries. The issuer’s responsibility 


for the compliance of its subsidiaries varies 
according to the issuer’s control of the subsidiary. 
The Commission has established percentage of 
ownership tests to afford guidance in this area. 


—Enforcement policy. These views reflect 
Commission policy and practice in implementing 
and enforcing the accounting provisions and are 
consistent with the cases brought by the 
Commission over the last three years. During this 
period, the Commission has addressed these areas 
prudently and with common sense. Similarly, the 
Commission has not sought out violations of the 
accounting provisions for their own sake; indeed, we 
have not chosen to bring a single case under these 
provisions that did not also involve other violations of 
law. The Commission, instead, places its greatest 
emphasis on encouraging an environment in which 
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the private sector can meet its responsibilities in 
complying with the Act meaningfully and creatively. 
In that connection, the Commission has adopted 
enforcement policies in furtherance of this policy 
that | will discuss in a few moments. 


| will now amplify on each of these thoughts. 
PURPOSES OF THE ACT 


At the outset of this analysis, it is worthwhile to 
consider briefly the events which led to the Foreign 
Corrupt Practices Act—not because the abuses 
which led to its enactment were representative of the 
entire business community, but rather to put the Act 
in the proper context. As most will recall, during the 
mid-1970s the existence of a pattern of questionable 
payments to foreign government officers by 
prominent American corporations became public 
knowledge. These disclosures—often in bold 
headlines—shook faith and trust in the integrity of 
our corporate sector. This reaction became part of a 
rising tide of public skepticism and served further to 
undermine the traditional American consensus that 
business conducts itself and reasonably pursues its 
own economic interests in a manner consistent with 
the standards and expectations of the larger society. 
In this climate, Congress felt compelled to act. And, 
after nearly three years of hearings and debate, the 
Foreign Corrupt Practices Act became law. 


New Section 13(b)(2) of the Securities Exchange Act 
of 1934 is a product of this legislative process. It 
establishes two interrelated accounting 
requirements: First, public companies are required 
to “make and keep books, records, and accounts, 
which, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions” of their 
assets. Second, corporations are also required to 
“devise and maintain a system of internal 
accounting controls sufficient to provide reasonable 
assurances” that certain specified objectives are 
attained. In essence, these objectives are that assets 
be safeguarded from unauthorized use, that 
corporate transactions conform to managerial 
authorizations, and that records be accurate. 


Some commentators have argued that the Act’s title 
is a misnomer. Clearly, Congress went further than 
determining whether the payments which gave the 
new law its name were ethically and commercially 
justifiable. It also chose to consider the corporate 
accounting and control deficiencies which had been 
breeding grounds for these practices. And, by doing 
so, it addressed the far more serious issues raised by 
these disclosures. 


As the Commission’s 1976 report to Congress on 
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questionable payments stated: “The most 
devastating disclosure that we have uncovered in 
our recent experience with illegal or questionable 
payments has been the fact that, and the extent to 
which, some companies have falsified entries in 
their own books and records.” These payments and 
falsifications were not only previously unknown to 
public investors and independent auditors, but 
many were also unknown tothe payor’s board and, in 
numerous examples, even to its senior 
management. In some of these instances, internal 
controls existed, but they were shown to be 
ineffective or easily subverted. Unauthorized 
payments and related falsifications of corporate 
records seemed to evidence—indeed, were fostered 
by—a lack of adequate accounting records and 
controls. Consequently, in the legislation which 
ultimately emerged from Congress, prohibiting 
questionable payments and mandating control and 
recordkeeping were inexorably interconnected. 


In enacting these accounting provisions, Congress 
did not change the government's role with respect to 
accounting or auditing matters—nor was the 
Commission authorized to prescribe corporate 
records such as it may for such regulated entities as 
broker-dealers and investment companies. Instead, 
Congress determined that the federal interest in 
corporate recordkeeping is satisfied if it assures that 
corporate transactions are recorded—in the words 
of the Act’s Conference Report—“in conformity with 
accepted methods of recording economic events.” 
Such procedures, the Conference Report declared, 
“should effectively prevent off-the-books slush 
funds and payments of bribes.” Meaningful 
accounting controls, the Committee added, “provide 
reasonable assurances, among other things, that 
transactions are recorded as necessary to maintain 
accountability for assets.” 


Statute or no, these are, of course, inherent 
obligations of the stewardship of a public 
corporation. The standards embodied in the Act’s 
accounting provisions are, in effect, the cardinal 
principles of managing a business enterprise. 
Among members of the business community, few 
would dispute that acceptable management cannot 
be achieved absent such records and controls. 


In that senge, this hardly the stuff of radical 
legislation. The Act’s accounting provisions 
endorsed and incorporated accepted private-sector 
standards; such an approach does not suggest an 
intent to markedly affect the operations of the great 
number of companies which already had such 
procedures in effect. 


The primary thrust of the Act’s accounting 
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provisions, in short, was to require those public 
companies which lacked effective internal controls 
or tolerated unreliable recordkeeping to comply with 
the standards of their better managed peers. That is 
the context in which these provisions should be 
construed. 


THE ACT’S ACCOUNTING REQUIREMENTS 


With this in mind, it is possible to resolve many of the 
interpretative questions concerning the accounting 
provisions which commentators and practitioners 
have raised in recent years. | will now address four of 
the most important: first, the degree of exactitude in 
recordkeeping mandated by the Act; second, the 
deference it affords business decisions concerning 
internal controls; third, whether a particular state of 
mind is necessary for a violation to exist; and, finally, 
liability for compliance by subsidiaries. 


Degree of Exactitude 


| turn first to the question of whether the Act’s text or 
purpose mandates that business records and 
controls conform to a standard of absolute 
exactitude or that a company’s control system meet 
some absolute ideal. The answer is “no.” Both of the 
Act’s accounting provisions, it should be noted, are 
modified by the key term “reasonable.” That is, a 
public company’s records must, “in reasonable 
detail, accurately and fairly reflect” disbursements 
of its assets. And, its internal accounting controls 
must be “sufficient to provide reasonable 
assurances” that the provision’s objectives will be 
satisfied. In essence, therefore, the Act does provide 
a de minimus exemption, though not in absolute, 
quantitative terms. 


Many persons, however, have not been comfortable 
with such a fluid legal standard. Indeed, it is the lack 
of more specific guidelines which, since the Act 
became law, seems to have generated the greatest 
concern. Some commentators regard the Act’s 
accounting provisions as excessively vague. And, to 
resolve this perceived problem, suggestions have 
been made to qualify these provisions by super- 
imposing a “materiality” test on the requirement that 
corporate records be accurate and on the scope of 
the internal controls provision. 


Such a test, in fact, was advocated by a number of 
persons when Congress was deliberating the Act. 


Despite these suggestions, however, Congress 
determined not to incorporate such a limitation. It 
was correct in doing so. Internal accounting controls 
are not only concerned with misconduct that is 
material to inveut also with a great deal of 
misconduct which is not. 
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True, materiality is a concept with which managers 
of pubic companies, accountants, and lawyers are 
experienced and feel relatively comfortable. For 
almost 50 years, it has served as the standard for 
determining whether, under the federal securities 
laws, a particular matter must be disclosed to the 
investing public. 


But, materiality, while appropriate as a threshold 
standard to determine the necessity for disclosure to 
investors, is totally inadequate as a standard for an 
internal control system. It is too narrow—and thus 
too insensitive—an index. For a_ particular 
expenditure to be material in the context of a public 
corporation's financial statements—and therefore in 
the context of the size of the company—it would 
need to be, in many instances, in the millions of 
dollars. Such a threshold, of course, would not be a 
realistic standard. Procedures designed only to 
uncover deficiencies in amounts material for 
financial statement purposes would be useless for 
internal control purposes. Systems which tolerated 
omissions or errors of many thousands or even 
millions of dollars would not represent, by any 
accepted standard, adequate records and controls. 
The off-book expenditures, slush funds, and 
questionable payments that alarmed the public and 
caused Congress to act, it should be remembered, 
were in most instances of far lesser magnitude than 
that which would constitute financial statement 
materiality. 


Resonableness, rather than materiality, is the 
appropriate test. Reasonableness, as a standard, 
allows flexibility in responding to particular facts and 
circumstances. Inherent in this concept is a 
toleration of deviations from the absolute. One 
measure of the reasonableness of a system relates to 
whether the expected benefits from improving it 
would be significantly greater than the anticipated 
costs of doing so. Thousands of dollars ordinarily 
should not be spent conserving hundreds. Further, 
not every procedure which may be individually cost- 
justifiable need be implemented; the Act allows a 
range of reasonable judgments. 


The touchstone of this analysis is the judgment of 
company management. Many managerial 
requirements are common to all companies. The 
most obvious illustration of this principle is that 
every public company needs to establish and 
maintain records of sufficient accuracy to meet 
adequately four interrelated objectives: appropriate 
reflection of corporate transactions and the 
disposition of assets; effective administration of 
other facets of the issuer’s internal controls system; 
preparation of its financial statements in 
accordance with generally accepted accounting 
principles; and proper audition. Thus, for all practical 
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purposes, the adequacy of its underlying books and 
records. 


In fact, because accurate records are so crucial! to 
these objectives, Congress chose to incorporate a 
specific recordkeeping requirement into the Act. 
But, this provision is not an independent and 
unrestrained mandate to the Commission to 
establish novel or unprecedented corporate record- 
keeping standards; it is, rather, an integral part of 
Congress’ efforts to assure that the business 
community records transactions and assets in such 
a way as to maintin adequate control over them. And, 
this leads to two important conclusions: First, the Act 
does not establish any absolute standard of 
exactitude for corporate records. And, second, 
records which are not related to internal or external 
audits or to the four internal control objectives set 
forth in the Act are not within the purview of the Act’s 
accounting provisions. 


More specific managerial objectives, of course, will 
vary from company to company. Some companies, 
by their very nature, have unusual control needs. A 
company’s management requirements may be 
influenced by such factors as its line of business and 
prior control problems. A company whose inventory 
consists of precious metals or jewels would require 
more sophisticated inventory records and controls 
than, for example, a dealer in cement. And, in other 
companies, the frequency with which relatively small 
losses occur from a common source may require 
that these losses be considered, in the aggregate, as 
a significant managerial problem. 


Deference 


This, in turn, raises questions regarding the extent to 
which there should be issuer liability for false books 
and records and the measure of deference the 
courts and the Commission should afford to 
management decisions concerning the structure of 
the company’s internal accounting controls. With 
respect to issuer liability for recordkeeping 
violations, we will look to the adequacy of the internal 
control system of the issuer, the involvement of top 
management in the violation, and the corrective 
actions taken once the violation was uncovered. If a 
violation was committed by a low level employee, 
without the knowledge of top management, with an 
adequate system of internal control, and with 
appropriate corrective action taken by the issuer, we 
do not believe that any action against the company 
would be called for. 


Turning to the controls question, there is an almost 
infinite variety of control devices which could be 
utilized in a particular business environment. Thus, 
considerable deference properly should be afforded 
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to the company’s reasonable business judgments tn 
this area. The purpose of the internal accounting 
control provisions, after all, is to assure that a public 
company adopts accepted methods of recording 
economic events, safe-guarding assets, and 
conforming transactions to management's authori- 
zation. Importantly, the selection and implementa- 
tion of particular control procedures, so long as they 
are reasonable under the circumstances, remain 
management prerogatives and responsibilities. 


In this vein, the law long ago determined that it 
should avoid interfering in reasonable corporate 
decisionmaking which entails the exercise of good 
faith judgment concerning routine matters. High 
societal costs—including lost innovation and 
vexatious litigation—would result if courts could 
substitute their judgments for those of business 
executives concerning such matters. Provided that 
the reasonable assurances requirement set forth in 
the statute is met, the Act's accounting provisions, 
relating as they do to matters of internal corporate 
conduct and management, justify such deference 
to decisions regarding corporate records and control 
mechanisms; certainly nothing in the Act mandates 
a different standard of review. 


This concept is not a mandate for board—or even 
most senior management—involvement in the 
minutia of recording and accounting for every 
transaction which the company may make. But, it 
does mean that both management and the board 
have important roles to play in monitoring and 
evaluating the adequacy of the company’s records 
and controls systems. 


This standard is not satisfied if a company’s leader- 
ship, while making nominal gestures of compliance, 
abdicates its responsibilities to foster integrity 
among those who operate the system. Regardless of 
how technically sound an issuer’s controls are, or 
how impressive they appear on paper, it is unlikely 
that control objectives will be met inthe absence ofa 
supportive environment. In the last analysis, the key 
to an adequate “control environment” is an 
approach on the part of the board and top 
management which makes clear what is expected, 
and that conformity to these expectations will be 
rewarded while breaches will be punished. 


State of Mind 


Now let us turn to the question of the state of mind 
needed to violate the Act’s accounting provisions. It 
is, first of all, important to recognize that nothing in 
the Congressional objectives of the accounting 
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provisions requires that inadvertent recordkeeping 
inaccuracies be treated as violations of the Act's 
recordkeeping provision. The Act’s principal 
purpose is to reach knowing of reckless misconduct. 
It is probable that an injunction will be issued by a 
court only upon a showing of some likelihood of 
repetition of misconduct; this remedy would not be 
expected to be available upon a showing of only past 
inadvertent conduct. Moreover, depending on the 
circumstances, intentional circumventions of a 
company’s system of records and of accounting 
controls by a low-level employee would not always be 
considered violations of the Act by the issuer. No 
system of adequate records and controls—no matter 
how effectively devised or conscientiously applied— 
could be expected to prevent all mistaken and 
improper transactions and dispositions of assets. 
Given human nature, regardless of the adequacy of 
system, a bookkeeper may still erroneously post 
entries, an overzealous agent may make 
unauthorized payments, or an unscrupulous 
employee may falsify records for his own purposes. 


The Act recognizes each of these limitations. Neither 
it text and legislative history nor its purposes suggest 
that occasional, inadvertent errors were the kind of 
problem that Congress sought to remedy in passing 
the Act. No rational federal interest in punishing 
insignificant mistakes has been articulated. And, the 
Act’s accounting provisions do not require a 


company or its senior officials to be the guarantors of 
all conduct of company employees. 


A failure to correct a known falsification—or a falsifi- 
cation that reasonably should be known—or any 
attempt to cover-up a falsification—is, of course, 
prohibited. But, this responsibility arises only when 
the individual in question is in some respect 
responsible for the records or controls, or otherwise 
supervises the activity giving rise to the violation. 
Similarly, there can be no relaxation of the 
proscription against the creation or maintenance of 
any fund that is designed to be used for “off-books” 
payments outside the issuer’s system of internal 
accounting control, or against obstructing or 
circumventing in any significant respect the issuer’s 
system of internal controls by misstatement to 
auditors or related means. 


The test of a company’s control system is not 
whether occasional failings can occur. Those will 
happen in the most ideally managed company. But, 
an adequate system of internal controls means that, 
when such breaches do arise, they will be isolated 
rather than systemic, and they will be subject to a 
reasonable likelihood of being uncovered ina timely 
manner and then remedied promptly. Barring, of 
course, the participation or complicity of senior 
company Officials in the deed, when discovery and 
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correction expeditiously follow, no failing in the 
company’s internal accounting system would have 
existed. To the contrary, routine discovery and 
correction would evidence its effectiveness. 


SUBSIDIARIES 


Finally, much concern has been raised about the 
issuer's liability for compliance with the accounting 
provisions by its subsidiaries. Where the issuer 
controls more than 50 percent of the voting 
securities of the subsidiary, compliance is expected. 
So, too, would it be expected if there is between 20 
percent and 50 percent ownership, subject to some 
demonstration by the issuer that this does not 
amount to control. If there is less than 20 percent 
ownership, we will shoulder the burden to 
affirmatively demonstrate control. 


RESPONDING TO CURRENT DEVELOPMENTS 


While analyses of this sort can diminish the Act’s 
ambiguities, merely making the requirements of the 
accounting provisions somewhat more concrete 
should not end our inquiry. The Commission has not 
ignored meaningful developments within the private 
sector itself in the area of corporate accountability. 
Indeed, it is these developments, rather than the Act, 
that are the most effective antidotes to the 
conditions which fostered questionable payments. 
Let me briefly recount some of these developments: 


—Independent directors. The years since the 
questionable payments disclosures began have 
witnessed a significant increase in the numbers and 
responsibilities of directors who are not also part of 
the company’s management. This development is 
important because independent directors do not 
face the same short-term performance pressures as 
do management personnel. They are more likely, 
therefore, to be sensitive to the negative impact 
which questionable expediencies have on a 
company and, indeed, the entire business 
community. And, independent directors, 
particularly through the committee system, are 
playing an increasingly responsible role. The 
Commission’s most recent survey found that 65 
percent of directors of public companies are not part 
of the management of the companies they direct. 


—Audit committees. Effective audit committees 
composed of independent directors area significant 
assurance that meaningful internal controls will be 
established and enforced. In the mid-1970’s, few 
such committees existed. In contrast, the 
Commission’s most recent survey found that 85 
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percent of public companies now have audit 
committees, a number that is even higher among 
major companies. 


—|nternal auditors. The increasing acceptance of 
the internal auditor as an important management 
professional has been yet another major contributor 
to the quality and credibility of internal accounting 
control systems. And, while traditionally, internal 
auditors reported exclusively to more senior 
management, a recent study indicates that one-third 
of internal auditors now report directly to the board 
or the audit committee and that many others have 
direct access. 


—The experience factor. Any new legislation 
precipitates a learning period among those it affects 
and a period in which business operations are 
brought into compliance. In substance, these are a 
law’s start-up costs. During the three years since the 
enactment of the Foreign Corrupt Practices Act, 
major efforts have been made by the AICPA and by 
accounting firms to develop materials and provide 
guidance to assist managers and directors in 
establishing, evaluating, and monitoring internal 
accounting control systems. Many companies have 
reexamined their internal controls and reevaluated 
their review programs. It appears that this start-up 
investment in implementing the Foreign Corrupt 
Practices Act has been, for most practical purposes, 
substantially completed; that is, most public 
companies have now made the adjustments 
necessary for them to operate within a reasonable 
reading of the Act. 


THE COMMISSION’S ENFORCEMENT POLICY 


The Commission's overriding policy, in recent years, 
has been to allow these private-sector initiatives to 
flower. And, it has administered and enforced the 
Act's accounting provisions—which share a 
common accountability purpose with those 
initiatives—in accordance with this policy. 


The genius—and challenge—of these provisions, it 
should be remembered, is their reliance on private 
sector decisionmaking—rather than specific federal 
edicts—to address an area of public concern. The 
Act’s eventual success or failure will, therefore, 
depend primarily upon business’s response. The 
Commission’s obligation, in turn, is to provide a 
regulatory environment in which the private sector 
can address these issues meaningfully and 
creatively. In this regard, we must encourage public 
companies to develop innovative records and 
control systems, to modify and improve them as 
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circumstances change, and to correct 
recordkeeping errors when they occur without a 
chilling fear of penalty or inference that a violation of 
the Act is involved. 


All new legislation has rough edges that can be 
polished only by the forces of time and practical 
experience. To foster the innovative environment 
which would best effect the Act’s purposes, the 
Commission has addressed these areas through 
monitoring, constructive criticism, maintaining 
open lines of communication, and a substantial 
measure of understanding. The very limited number 
of enforcement actions which the Commission has 
undertaken reflect those policies. As | noted earlier, 
in each of the cases which the Commission has 
brought under the accounting provisions, these 
requirements were breached as part of violations of 
other provisions of the federal securities laws. 


Despite these considerations, | recognize, of course, 
that there is some sentiment that the accounting 
provisions should be amended. The Comrnission 
has not, thus far, taken any position on legislation of 
that nature. As part of the Commission’s own 
institutional accountability, we would welcome a 
dialogue with Congress, if it is concerned that our 
actions or policies do not best serve the public 


interest or that the reach of the Act should be further 
clarified. 


CONCLUSION 


In conclusion, the Commission is meeting its 
difficult mandate of administering the accounting 
provisions of the Foreign Corrupt Practices Act in 
which we believe is a constructive and pragmatic 
manner. We have been receptive to—and responsive 
to—the comments and criticisms of the public, the 
business community, and the legal and accounting 
professions. Indeed, we continue to welcome such 
comments and discussions in light of the private 
sector’s on-going voluntary initiatives in corporate 
accountability and specifically welcome reactions to 
this statement of Commission policy. As a 
consequence, | believe progress has been made— 
and will continue—in assuring that public 
companies meet the statutory mandate for accurate 
records and meaningful internal accounting 
controls, without inflicting unreasonable costs on 
the business community and with only minimal 
federal intrusion upon internal corporate 
decisionmaking. 





Volume 21, No. 18, February 10, 1981 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17501/January 29, 1981 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(SR-NASD-79-12) 


ORDER APPROVING AMENDED PROPOSED RULE 
CHANGE 


On October 19, 1979, the National Association of 
Securities Dealers, Inc. (the “NASD”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78s(b)(1) (the “Act”) and Rule 19b-4 thereunder, 
copies of a proposed rule change to revise Article 
XVIII, Schedule G of the NASD By-Laws. Schedule G 
sets forth the procedures for reporting last sale 
information with respect to over-the-counter 
transactions in exchange-traded securities that are 
required to be reported on the Consolidated 
Transaction Reporting System (the “Consolidated 
System”). Among other things, the proposed rule 
change would have (1) required NASD members to 
report as one transaction, at an average price, 
consecutive offsetting principal transactions 
involving blocks of 5,000 or more shares executed 
within a five minute period; (2) required “riskless 
principal” transactions! effected by a member who 
is not a market maker in the security to be reported 
as a single transaction excluding the mark-up or 
mark-down; and (3) raised the real-time reporting 
exemption limits from 500 shares and $5,000 ona 
single trading day to 1,000 shares and $25,000 in 
any one trading day. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 16462 
(December 14, 1979)) and by publication in the 
Federal Register (44 FR 75542 (1979)). On January 
9, 1980, the NASD made a technical amendment to 
the filing to clarify the reporting procedures with 
respect to block transactions.2 A second 
amendment was filed on October 8, 1980, and 
published in Securities Exchange Act Release No. 
17226 (October 17, 1980) (45 FR 70610 (1980)). 
The amended proposed rule change eliminates the 
portion of the proposed rule change dealing with 
block transactions and clarifies that “riskless 
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principal” transactions in which one of the 
transactions is executed on an exchange and the 
other in the over-the-counter market should be 
reported as a single transaction by the exchange. 
The amended proposed rule change retained that 
portion of the proposed rule change which expanded 
the exception to the real-time reporting 
requirements for members. The amendment also 
conforms Schedule G to the revisions approved by 
the Commission on July 7, 1980,° to provide for the 
reporting of all over-the-counter trades, including 
block transactions, on a “gross” rather than a “net” 
basis, i.e., exclusive of any commission, mark-up, 
mark-down or other charge in the reported 
transaction price. 


All written statements with respect to the amended 
proposed rule change which were filed with the 
Commission and all written communications 
relating to the amended proposed rule change 
between the Commission and any person were 
considered and were made available to the public at 
the Commission’s Public Reference Room. The 
Commission received three comments* on the 
original proposed rule change during the extended 





‘A “riskless principal” transaction is a transaction in 
which a member, after having received from a 
customer an order to buy (or sell), purchases (sells) 
the security as principal from (to) another member 
or customer to satisfy the order. 


The amendment consisted of two additional 
examples of how block transactions should be 
reported. 


’Those revisions, contained in File No. SR-NASD-80- 
3, were approved in Securities Exchange Act Release 
No. 16960 (July 7, 1980) (45 FR 47291 (1980)). 


‘Letter from R.T. O’Connell, Treasurer, General 
Motors Corporation, to George A. Fitzsimmons, 
Secretary of the Commission, dated January 30, 
1980; letter from Robert J. Birnbaum, President, 


American Stock Exchange, Inc., to George A. 
Fitzsimmons, Secretary of the Commission, dated 
February 21, 1980; and ietter from James E. Buck, 
Secretary, The New York Stock exchange, to George 
A. Fitzsimmons, Secretary of the Commission, dated 
February 22, 1980. 
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comment period.° The commentators were primarily 
concerned with the proposed manner of reporting 
block transactions to the Consolidated System. 
These concerns were obviated by the amendments 
to the proposed rule change which deleted the 
section dealing with block transaction reporting. The 
New York Stock Exchange (the “NYSE”) had no 
objection to the expansion of the exceptions to the 
real-time reporting requirements, but suggested 
that the NASD should regularly monitor the effect of 
the change to insure that there is no significant 
increase in the number of unreported transactions. 
In its letter, the NYSE also expressed the view that a 
riskless principal transaction involves two separate 
and distinct transactions, one between the customer 
and the broker, and a second between the broker 
and another customer or broker. The NYSE com- 
mented that each of the transactions should be 
reported to the Consolidated System. In addition, the 
NYSE expressed the view that it was inappropriate to 
distinguish between riskless principal trades 
effected by a member who is a market maker and 
such trades effected by a member who is not a 
market maker. 


The proposed exemption levels appear appropriate 
to limit the burdens of transaction reporting on 
market makers who are not actively trading reported 
securities. However, as the NYSE suggests, it is 
important for the NASD to monitor the effect of the 
expansion of its exception to the realtime reporting 
requirements. Accordingly, the NASD should 
develop an appropriate monitoring system and 
notify the Commission of any adverse effects on the 
accuracy and usefulness of transaction reports for 
reported securities resulting from the expanded 
exception. 


It also appears that, for reporting purposes, it is 
appropriate to treat riskless principal transactions 
as one trade, since such trades are economically 
equivalent to agency trades. However, it is 
appropriate to distinguish between riskless principal 
trades effected by a member who is a market maker 
and those trades effected by a member who is nota 
market maker. In connection with the adoption of its 
customer confirmation rule, Securities Exchange 
Act Rule 10b-10, the Commission determined that a 
market maker making a continuous two-sided 
market would have difficulty identifying when a 
riskless principal transaction has been effected. 
Accordingly, the rule contains an exemption for 
market makers in an effort to avoid the possibility 
that substantial compliance problems and 
interpretive difficulties would arise. Similar 
difficulties in identifying riskless principal trades by 
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market makers could arise in the reporting context 
and therefore the NASD’s determination that market 


ma kers should not be required to be subject to these 
requirements is appropriate. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to the NASD, and in particular the 
requirements of Sections 11A and 15A, and the rules 
and regulations thereuner. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(0)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved, 
effective February 27, 1981. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17502/ January 29, 1981 


In the Matter of 


PAGEL, INC. 

(File No. 8-16764) 
JACK PAGEL 
DUANE MARKUS 
JAMES DONOVAN 


The Securities and Exchange Commission has 
ordered public administrative proceedings under 
the Securities Exchange Act of 1934 (Exchange Act) 
against Pagel, Inc., (Registrant), a registered broker- 
dealer located in Minneapolis, Minnesota and 
Registrant’s president, Jack Pagel (Pagel); its vice 
president, Duane A. Markus (Markus); and its vice 
president and sales manager, James Donovan 
(Donovan). 


The Order for Proceedings alleges that, between July 
1978 and June 1980, Registrant willfully violated 





5In Securities Exchange Act Release No. 16549 
(January 31, 1980), the Commission extended the 
comment period on the proposed rule change to 
February 22, 1980. 
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various record keeping, reporting and margin 
provisions of the Exchange Act and rules 
thereunder. The Order also alleges that Pagel, 
Markus, and in some instances Donovan, willfully 
aided and abetted these violations, and also willfully 
violated certain credit provisions. 


Specifically, the Order alleges that Registrant 
overstated its total customer debits, and as a result, 
improperly computed the amount required to be 
deposited in its “Special Reserve Bank Account for 
the Exclusive Benefit of Customers.” Second, 
Registrant extended credit to public customers 
within ninety days after these customers sold stock 
which they had not paid for. Third, Pagel, Markus, 
and Donovan engaged in certain non-bona fide 
trading with Registrant's inventory. As a 
consequence of these practices, Registrant made 
and kept certain false business records, and filed 
various financial reports with the Commission which 
were also false. Pagel, Markus, and Donovan were 
charged with aiding and abetting Registrant in these 
practices, and in some instances obtaining the 
benefit of the credit improperly extended by 
Registrant. 


Finally, the Order alleges that Registrant failed to 
notify the Commission on time of material 
inadequacies in its internal accounting controls, and 


of the steps being taken by the Registrant to remedy 
these inadequacies. Pagel and Markus, the Order 
alleges, aided and abetted this violation. 


A hearing will be scheduled to determine whether 
the allegations against the respondents are true and, 
if so, to decide what, if any, remedial action should 
be ordered by the Commission. 








PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21893/January 23, 1981 


In the Matter of 
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AMERICAN ELECTRIC POWER SERVICE 
CORPORATION 

2 Broadway 

New York, New York 10004 


(70-6425) 


NOTICE OF PROPOSED SERVICE AGREEMENT 
BETWEEN SERVICE COMPANY AND OPERATING 
SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that American Electric 
Power Service Corporation (“Service Company”), a 
service company subsidiary of American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, has filed with this Commission an 
application and amendments thereto pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 13 and 15 of the Act 
and Rules 86, 87, 89, 90, 91 and 93 promulgated 
thereunder as applicable to the proposed 
transactions. All interested persons are referred to 
the amended application, which is summarized 
below, for a complete statement of the proposed 
transactions. 


Service Company maintains an organization of 
employees who are experienced inthe problems and 
operations of public utilities and related businesses, 
together with appropriate facilities and equipment, 
through which it furnishes services to other member 
companies of the AEP system. All such services are 
rendered at cost. Service Company presently has 
service agreement with seven of the eight AEP 
operating utilities: Appalachian Power Company, 
Indiana and Michigan Electric Company, Kentucky 
Power Company, Kingsport Power Company, 
Michigan Power Company, Ohio Power Company 
and Wheeling Electric Company. There is at present 
no service agreement with Columbus and Southern 
Ohio Electric Company (“CSOE’), an operating utility 
acquired by AEP in 1980. 


Each of the existing service agreements provides, in 
general, that costs which can be identified as 
incurred in connection with services performed for a 
specific company are to be charged to such 
company. and that costs which cannot be so 
identified are to be allocated in one of several ways 
which can be summarized as follows: 


(1) Costs of the Engineering Department attributable 
to construction are allocated to system companies 
on the basis of the proportion of certain construction 
expenditures of each company to the total of such 
construction expenditures of all companies; 
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(2) Costs of the Engineering Department attributable 
to operation are allocated to system companies on 
the basis of the portion of each company’s operating 
utility revenues derived from the public to the 
consoldiated operating utility revenues of all 
companies; 


(3) Costs of the Commercial and New Business 
Department, the Purchasing Department, the 
Insurance and Retirement Department and the 
Internal Auditing Department are allocated to 
system companies on basis of the proportion of each 
company’s operating utility revenues derived from 
the public to the consolidated operating utility 
revenues of all companies; and 


(4) Costs of other departments are allocated twenty- 
five percent (25%) to AEP, with the remaining 
seventy-five percent (75%) being allocated to the 
operating utility companies on the basis of the 
proportion of each company’s operating utility 
revenue derived from the public to the consolidated 
operating utility revenue of all companies. 


By order dated February 2, 1979 (HCAR No. 20910), 
the Commission amended the Uniform System of 
Accounts for Mutual Service Companies and 
Subsidiary Service Companies (as amended, the 
“System of Accounts”) and amended Rule 93 
promulgated under the Act so as to require service 
companies to keep their records in accordance with 
System of Accounts. Service companies were given 
until January 1, 1980, to change their accounting 
practices to conform to the System of Accounts, the 
major thrust of which is the development of detailed 
work order system to accumulate reimbursable 
costs and charges to customers. Service Company 
seeks Commission authorization to enter into a 
proposed service agreement (“Service Agreement”) 
with the operating companies of the AEP system, 
which agreement is designed to implement the 
System of Accounts. Authorization is also sought for 
approval of arrangements to bill CSOE through 
December 31, 1981, only a portion of the costs 
otherwise allocable to it, and to bill AEP in 
accordance with the work order system, as 
described further herein. 


The Service Agreement provides that all costs of 
Service Company will be accumulated and billed 
pursuant to a work order system which was put into 
effect on January 1, 1980. The work order system is 
designed to accumulate all costs on a job, project or 
functional basis, as appropriate. In this connection, 
all employees, including officers, of Service 
Company shall keep, within reasonable cost-benefit 
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standards, time records which permit ready 
identification of hours worked, account numbers 
charged and work order numbers charged. Charges 
for salaries will be determined from the time records 
of employees and will be computed on the basis of 
each employee’s hourly rate. Records of employee- 
related expenses, overhead and general 
administrative expenses will be maintained for each 
functional service group of Service Company, and 
such expenses shall be allocated to work orders in 
the same manner as salaries are allocated. Each 
work order will specify the company to be charged, 
or, if more than ore company is to be charged, the 
method of allocation of charges. 


Under the Service Agreement, costs accumulated 
on work orders shall be billed to system companies 
as follows: 


(1) Costs accumulated on job, project or functional 
work orders for services performed for a single 
company will be billed to that company. 


(2) Costs accumulated on job or project work orders 
for services performed for two or more companies 
will be allocated among and billed to such 
companies. The appropriate method of allocation 
will be determined by Service Company at the time 
each such work order is initiated and notice of such 
allocation method will be given to the companies 
affected. 


(3) Costs accumulated on functional work orders for 
services of a general nature which are applicable to 
all system companies or to a class or classes of such 
companies will be allocated among and billed to 
such companies by application of one or more of the 
allocation ratios described in Article II of the Service 
Agreement. Article Ill of the Service Agreement 
specifies the method or methods of allocation which 
shall be applicable to functional work orders of each 
group of the Service Company. Such methods of 
allocation may be modified, or another method of 
allocation substituted, if Service Company 
determines that such modification or substitution is 
necessary for an equitable allocation of costs among 
system companies. Notice of any change in the 
method of allocation applicable to a work order shall 
be given to the companies affected. No substitution 
or change in the methods of allocation can be made 
unless the proposed new method of allocation is 
approved by this Commission. 


Under article Il of the Service Agreement the 
following ratios (most of which will be revised semi- 
annually, based on figures as of June 30 and 
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December 31) shall be applied to allocate costs 
accumulated on functional work orders for services 
of a general nature performed by the Service 
Company groups: 


1. Kwh Sales Ratio—a ratio the numerator of whichis 
the operating company’s twelve month kwh sales, 
both billed and unbilled, and the denominator of 
which is the sum of the total twelve month’s kwh 
sales, both billed and unbilled, of all operating 
companies. 


2. Operating Company Load Ratio—a ratio the 
numerator of which is the “maximum demand” in 
effect for a calendar month for an operating 
company and the denominator of which is the 
“maximum demand” in effect for a calendar month 
for all operating companies. 

3. Number of Customers Ratio—a ratio the 
numerator of which is the number of each operating 
company’s firm electric customers (and/or gas 
customers, where applicable) and the denominator 
of which is the sum of the number of firm electric 
customers (and/or gas customers, where 
applicable) of all operating companies. 


4. Number of System Company Employees Ratio—a 
ratio the numerator of which is the member of each 
system company’s employees (exclusive of certain 
union employees, where applicable), and the 
denominator of which is the sum of the number of 
employees (exclusive of certain union employees, 
where applicable) of all system companies. 


5. Number of Service Company Employees by Group 
Ratio—a ratio the numerator of which is the number 
of each group’s employees and the denominator of 
which is the sum of the number of employees of all 
groups. 


6. Plant Investment Ratio—a ratio the numerator of 
which is each system company’s investment in 
utility plant, including coal mining assets (both 
owned and leased), net of accumulated provisions 
for depreciation, depletion and amortization, and 
the denominator of which is the sum of such net 
investments of all system companies. 


7. Level of Construction Ratio—a ratio the numerator 
of which is the “defined construction expenditures” 
of each operating company and the denominator of 
which is the total of such “defined construction 
expenditures” of all such operating companies. 
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8. Tons of fuel acquired ratio—a ratio the numerator 
of which is the number of tons of coal (and 
equivalent tons in the case of oil) acquired for or on 
behalf of an operating company by Service Company 
during the previous twelve months and the 
denominator of which is the sum of the number of 
tons of coal (and equivalent tons in the case of oil) 
acquired for or on behalf of all operating companies 
by Service Company during such period. 


9. Computer Resource Unit Ratio—a ratio the 
numerator of which is the current month’s number 
of computer resource units (a measure of computer 
demand converted to a common base) associated 
with all work orders of the group for a system 
company and the denominator of which is the sum of 
all the current month’s computer resource units 
associated with all work orders of the group for all 
system companies. 


10. Coal Company Combination Ratio—a ratio the 
numerator of which is the sum of each system coal 
company’s twelve months’ gross payroll, original 
cost of fixed assets, original cost of leased assets and 
twelve months’ gross revenues and the denominator 
of which is the combined totals of all system coal 
companies. 


Under Article Ill of the Service Agreement, the 
above-cited ratios will be used to allocate costs on 
functional work orders for services of a general 
nature by the below designated specific Service 
Company groups as follows (with the particular ratio, 
by number as set forth above, in parentheses after 
the specific group activity): Administrative Services 
(5); Automotive Services (1 or 10, as appropriate); 
Civil Engineering (7); Computer Applications (1 or 9, 
as appropriate); Construction (7); Controllership (1, 
7 or 10, as appropriate); Customer Service (3); 
Design (1 or 7, as appropriate); Electrical 
Engineering (1 or 7, aS appropriate); Electrical 
Research and Development (1 or 7, as appropriate); 
Engineering Education Programs (1); Environmental 
Engineering (2 or 10, as appropriate); Executive 
Group (1, 7 or 10, as appropriate); Finance (1 or 10, 
as appropriate); Fuel Supply (8 or 10, as 
appropriate); Insurance and Pension (4 or 6, as 
appropriate); Land Management (1); Legal (1 or 10, 
as appropriate); Materials Handline (2 or 7, as 
appropriate); Mechancal Engineering (2 or 7, as 
appropriate); Nuclear Engineering (2, but only for 
operating companies having nuclear generating 
facilities); Operations (2); Personnel (4 or 5, as 
appropriate); Public Affairs (1 or 10, as appropriate); 
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Purchasing (1 or 10, as appropriate); Quality 
Assurance (2); Rates (1 or 2, as appropriate); System 
Planning (1, 2, or 7, as appropriate); Transmission 
and Distribution Operations (1); Technical 
Education (2); and Treasury (1, 7 or 10, as 
appropriate). 


Certain operating companies of the AEP system now 
have, or may from time to time have, a joint 
ownership in a generating plant with non-affiliates. 
With respect to such an operating company, the 
costs of a Service Company group accumulated on 
functional work orders for services of a general 
nature, which would under the Service Agreement 
ordinarily be subject to allocation to such operating 
company on the basis of its interest in such 
generating plant, would be allocated to the operating 
company only to the extent that such operating 
company had direct responsibility for, or directly 
participated in, some phase of the construction 
and/or operation of such generating plant and then 
only to the extent of the partial interest of such 
operating company in such generating plant. 


Under the Service Agreement, interest cost on 
Service Company’s borrowed capital shall be 
allocated to system companies based on a ratio the 
numerator of which is the total annual costs, 
exclusive of such interest cost, charged by Service 
Company toa system company and the denominator 
of which is the sum of the total annual costs, 
exclusive of such interest cost, charged by Service 
Company to all such companies. This ratio will be 


revised annually based on figures as of December 
$i. 


The proposed new methods of allocation under the 
Service Agreement were put into effect on January 1, 
1980, and differ from those specified in the service 
agreements presently in effect. Should any 
subsequent modification be deemed necessary by 
this Commission, Service Company will retroactively 
adjust its charges to reflect the changes made. 


It is stated that Service Company began providing 
services to CSOE (which AEP acquired May 9, 1980) 
on July 1, 1980. Charges to work orders for services 
provided directly to CSOE by Service Company shall 
be billed as incurred. CSOE presently has its own 


internal service departments, which will be 
eliminated by 1982 through attrition and the 
integration of its employees into Service Company. 
Until then it is proposed that CSOE will bear only a 
portion of the charges otherwise allocable to it as an 
operating company, as follows: 
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Period 

July 1, 1980 to December 31, 1980 
January 1, 1981 to June 30, 1981 
July 1, 1981 to Decmeber 31, 1981 
January 1, 1982 and thereafter 


Portion 


Should any subsequent modification in the 
proposed method of billing CSOE be deemed 
necessary by this Commission, Service Company 
will retroactively adjust its charges to reflect the 
changes made. 


Through December 31, 1979, Service Company had 
billed AEP at a flat rate of 25% of the costs of services 
rendered by Service Company. From and after 
January 1, 1980, in accordance with the System of 
Accounts, AEP will be billed in accordance with the 
work order system. Work orders will be established 
for specific services performed for AEP, and will 
include charges for salaries, which will be 
determined from employees time records and will 
be computed on the basis of each employee’s hourly 
rate. Employee-related expenses, overhead and 
general administration expenses will be allocated to 
such work orders in the same proportion as the 
salaries of the Service Company group performing 
services for AEP. The methods of allocation 
specified in Article Ill of the Service Agreement will 
not be directly applicable to AEP, except with respect 
to allocation of interest costs and costs of the 
computer applications group. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$4,000. It is stated that the State Corporation 
Commission of Virginia has authorized Appalachian 
Power Company to enter into the Service Agreement, 
that the West Virginia Public Service Commission 
has authorized Appalachian Power Company and 
Wheeling Electric Company to enter into the Service 
Agreement, and that no other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 18, 1981, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said amended application which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
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personally or by mail upon the applicant at the 
above-stated address, and proof of service (by 
affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended or 
as it may be further amended, may be granted as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21894/January 23, 1981 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


(70-6532) 


ORDER AUTHORIZING INCREASE IN AUTHORIZED 
SHARES OF PREFERRED STOCK AND LIMITATION 
IN PREEMPTIVE RIGHTS OF COMMON STOCK 


National Fuel Gas Company (‘National’), a 
registered holding company, has filed a declaration 
and an amendment thereto with this Commission 
pursuant to Sections 6(a), 7, and 12(e) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rules 62 and 65 promulgated thereunder regarding 
the following proposed transactions. 


National proposes to amend its Restated Certificate 
of Incorporation (“Certificate”) to increase to 
3,200,000 from 2,000,000 the number of shares of 
preferred stock ($25 par value) that National would 
be authorized to issue. Of the 2,000,000 shares 
currently authorized, National has issued 1,200,000 
shares, which remain outstanding and which 
represent $30,000,000 of its capitalization. The 
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proposed increase would allow National to raise up 
to $50,000,000 in additional capital in the form of 
preferred stock. 


It is stated that National will continue to need 
additional external capital financing to satisfy the 
long-term financial requirements of certain of its 
subsidiaries and for its own general corporate 
purposes. In the past, the company has raised such 
capital primarily through the issuance of 
debentures; however, because of the generally 
higher interest costs incurred in recent debenture 
issues, and the effect that those higher costs have 
had on the coverage requirements for the issuance 
of additional debentures, National believes it is 
essential that it examine alternative financing 
arrangements. The authorization to issue additional 
preferred stock would give National increased 
flexibility during periods when external financing 
becomes necessary. 


National also proposes to amend its Certificate to 
limit the preemptive rights of the holders of its 
common stock. The preemptive rights of the holders 
of National’s preferred stock would not be changed. 
Under the Certificate as it is proposed to be 
amended no common stockholder will have 
preemptive rights with respect to shares, obligations 
or other securities which (a) are issued pursuanttoa 
public offering; or (b) are issued pursuant to an 
offering to or through underwriters or investment 
bankers who shall agree promptly to make public 
offering thereof; or (c) are issued pursuant to 
employee benefit plans; or (d) are issued pursuant to 
programs available to all stockholders or open to all 
customers of utility subsidiaries of the corporation, 
including, without limitation, dividend reinvestment 
and stock purchase programs or limited investment 
programs. 


It is stated that the proposed amendment will make 
it possible for National to issue previously 
authorized, but unissued, shares of common stock 
in a more expedient manner and will assist in 
administering its automatic dividend reinvestment 
plan, its employee stock ownership plan, and an 
employees’ thrift plan. Currently, the trustee must 
purchase the shares of common stock of Natioinal 
on the open market in order to satisfy the funding 
requirements of the three plans. 


National intends to submit the proposed 
amendments to the holders of its common stock for 
their approval at its Annual Meeting scheduled for 
January 29, 1981. Adoption of the proposals 
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requires the affirmative vote of a majority of the 
votes cast by the holders of National’s common 
stock. No action of the holders of National's 
preferred stock is required for the adoption of the 
proposals. The solicitation of proxies from National’s 
common shareholders was authorized in an earlier 
order in this proceeding (HCAR No. 21837). 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over 
the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21837), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21895/January 23, 1981 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
COLUMBIA HYDROCARBON CORPORATION 
Wilmington, Delaware 


COLUMBIA GAS TRANSMISSION CORPORATION 
Charleston, West Virginia 


(70-6474) 
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ORDER APPROVING PROPOSAL TO ENGAGE IN 
PURIFICATION AND SALE OF NATURAL GAS 
BYPRODUCT 


The Columbia Gas System, Inc. (“Columbia”), a 
registered holding company, and two of its wholly- 
owned subsidiary companies, Columbia 
Hydrocarbon Corporation (“Hydrocarbon”) and 
Columbia Gas Transmission Corporation 
(“Transmission”) have filed an application and 
amendments thereto with this Commission 
pursuant to Sections 9 and 10 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 80 
promulgated thereunder regarding the proposed 
transaction. 


Hydrocarbon was formed in 1957 pursuant to an 
Order and Findings and Opinion of the Commission 
dated November 27, 1957 (HCAR No. 13610) forthe 
purpose of fractionating, storing and selling the 
heavier hydrocarbons which had to be extracted 
from the System’s Appalachian natural gas streams 
in order for that natural gas to be marketable. The 
fractionation process also produced marketable 
hydrocarbon by-products of the natural gas stream. 
The order of November 27, 1957 permitted the 
marketing of such by-products. Hydrocarbon now 
proposes to purify and market carbon dioxide 
(“C02”), another by-product of the System’s natural 
gas streams. Hydrocarbon proposes to produce and 
sell food grade CO2 as well as sell unpurified CO2. 


Transmission is engaged primarily in the long- 
distance transmission of natural gas from the 
production sources to various affiliated and non- 
affiliated distribution companies. Transmission also 
engages in gas production activities in Appalachia. 
Included among Transmission’s Appalachian 
projects is a project to obtain natural gas from the 
Tuscarora (Clinton) formation in the Indian Creek 
Field in Kanawha County, West Virginia. The natural 
gas from the Indian Creek Field is 35% methane and 
65% CO2. The CO2 must be separated from the 
methane before the methane can be sold. It is 
proposed that the CO2 be sold to Hydrocarbon. The 
purchase price for the CO2 will be based on the price 
which Columbia LNG Corporation, another 
Columbia subsidiary, received for the naturally 
occurring CO2 by-product of its Green Springs 
reforming plant, reduced to reflect the fact that the 
Green Springs gas is purified CO2, while the CO2 to 
be sold by Transmission to Hydrocarbon is 
unpurified. It is stated that the Columbia LNG 
Corporation contract was negotiated with a non- 
affiliated third party in an arm’s length transaction 
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and is therefore representative of fair market value 
of purified CO2. It is further stated that there is no 
source of unpurified CO2 in the area upon which to 
base a price. 


Hydrocarbon proposes to market the CO2 inathree- 
part program. First, approximately 60% of the CO2 
Hydrocarbon receives from Transmission will be 
purified and sold as “food grade” quality CO2. Five 
potential customers for the purified CO2 have been 
identified to date. Hydrocarbon will construct an 8- 
mile pipeline from the Indian Creek Field separation 
plant to a proposed CO2 purification plant to be 
located in Marmet, West Virginia. Storage facilities 
will also be constructed. The total estimated cost of 
the pipeline, purification plant and storage facilities 
is approximately $13 million. By an order dated May 
28, 1980 (HCAR No. 21593) the Commission 
authorized Hydrocarbon to issue to Columbia 
$3,450,000 in debt and $650,000 in common stock 
related to the financing of the CO2 plant. Amounts 
related to the project for the 1981 year will be 
included in the Columbia System’s 1981 
intrasystem financing program. Second, it is 
planned that the portion of the CO2 which will not be 
purified will be liquefied and sold for use in 
enhanced oil recovery. Due to higher incentive 
prices for tertiary oil, a potential market for 
unpurified CO2 for use in enhanced oil recovery is 
developing. The unpurified CO2 would be liquefied 
and trucked to the oil fields. Third, purified CO2 
vapor may be sold to a nearby industrial plant. That 
sale also would be at the tailgate of the purification 
facility so that no additional cost would be incurred 
by Hydrocarbon. 


It is stated that the product-handling and marketing 
techniques for the CO2 by-product are essentially 
the same as those for the by-products presently 
processed by Hydrocarbon. The fractionation and 
purification of the CO2 is similar to that involved in 
preparing heavier hydrocarbons for sale. Also, CO2 
is marketed by tank truck and tank car just as 
heavier hydrocarbons are marketed. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $5,800. It is stated that, in the opinion 
of counsel for the applicants, no state or federal 
regulatory authority, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said application has been 


given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21958), and 
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no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application, as amended, be granted effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder that said 
application, as amended, be, and it hereby is, 
granted effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21896/January 23, 1981 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6531) 


ORDER AUTHORIZING POLLUTION CONTROL 
FINANCING 


Arkansas Power & Light Company (“AP&L”), a public 
utility subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed an 
application-declaration and amendments thereto 
with this Commission pursuant to Sections 9(a), 10 
and 12(d) of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rule 44(b)(3) promulgated 
thereunder regarding the proposed transaction. 


AP&L is in the process of constructing two 750 MW 
nominally rated coal-fired generating units known as 
Independence Steam Electric Generating 
Station (“Independence Plant”) to be located near 
Newark, in Independence County, Arkansas 
(“County”). In addition, in order to comply with 
prescribed federal, state or local standards with 
respect to air or water quality or disposal of sewage 
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or solid waste, it has been and will be necessary to 
construct certain facilities for pollution control 
purposes at the Independence Plant. AP&L has sold 
undivided interests aggregating 43.5% in the 
Independence Plant to Arkansas Electric 
Cooperative Corporation, the City Water and Light 
Plant of the City of Jonesboro, Arkansas, the City of 
Conway, Arkansas, the City of West Memphis, 
Arkansas and the City of Osceola, Arkansas. 


AP&L proposes to dispose of, and to contract to 
acquire, (i) a portion of its anticipated undivided 
interest (“Pollution Control Facilities”) in certain of 
the pollution control and sewage and solid waste 
disposal facilities at the Independence Plant and (ii) 
a portion of its anticipated undivided interest 
(“Industrial Facilities”) in certain other pollution 
control and sewage and solid waste disposal 
facilities at the Independence Plant. 


In order to effect such transactions, AP&L proposes 
to enter into two separate installment sale 
agreements (“Agreements”) with the County, which 
will provide for the acquisition, construction and 
installation of the Pollution Control Facilities andthe 
Industrial Facilities on behalf of the County. The 
Agreement relating to the Pollution Control Facilities 
will contemplate the issuance by the County under a 
trust indenture between the County and a trustee of 
not to exceed $50,000,000 aggregate principal 
amount of its Pollution Control Revenue Bonds, 
Series 1981 (Arkansas Power & Light Company 
Project) (‘Pollution Control Bonds”), the net 
proceeds of which would be used to defray the cost 
of construction of the Pollution Control Facilities. 
The Agreement relating to the Industrial Facilities 
will contemplate the issuance by the County under a 
trust indenture between the County and a trustee of 
$1,000,000 aggregate principal amount of its 
Industrial Development Revenue Bonds, Series 
1981 (Arkansas Power & Light Company Project) 
(“Industrial Bonds”), the net proceeds of which 
would be used to defray the cost of construction of 
the Industrial Facilities. The operative terms and 
provisions of the two Agreements and the Pollution 
Control Bonds and the Industrial Bonds (collectively 
“Bonds’’) and the respective indentures 
(“Indentures”) under which they are to be issued will 
be substantially indentical. 


The Agreements will provide for the sale of the 
Facilities by the County to AP&L, subject to alien and 
security interest retained by the County and the 
payment by AP&L of the purchase price of the 
Facilities, together with interest thereon, in semi- 
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annual installments over a term of years. In the 
Agreements, AP&L will assent tothe assignment and 
pledge to the trustee under the Indentures of the 
rights of the County in the Facilities and of the 
County’s interest in, and of the moneys receivable by 
the County under, the Agreements, except for 
certain rights to indemnification and 
reimbursement of expenses. 


The Agreements will provide that the purchase price 
of the Facilities payable by AP&L will be such 
amount as shall be sufficient, together with other 
moneys held by the trustees under the Indentures 
and available therefor, to pay the principal of the 
Bonds as the same become due and payable. AP&L 
will also agree to pay interest on the unpaid balance 
of the purchase price of the Facilities equal to the 
premium, if any, and interest on the Bonds. AP&L 
will also be obligated to reimburse the County for 
certain of its expenses incurred in connection with 
the issuance of the Bonds, including: (i) the fees and 
charges of the trustee and any paying agent or 
agents under the Indentures, (ii) all expenses 
incurred by the County in connection with its rights 
and obligations under the Agreements, and (iii) all 
expenses necessarily incurred by the County or the 
trustee under the Indentures in connection with the 
transfer or exchange of Bonds. 


The Agreements will provide that AP&L at any time 
prepay all or any portion of the unpaid balance of the 
purchase price of the Facilities, together with 
interest thereon, in whole or in part, such payment to 
be sufficient, together with other moneys held by the 


trustees under the Indentures and available 
therefor, to redeem Bonds in the manner and to the 
extent provided in the Indentures. 


The Agreements will also provide that, upon 
occurrence of certain events relating to the 
construction or operation of the Independence Plant 
or the Facilities, AP&L may at any time prepay the 
entire unpaid balance of the purchase price of the 
Facilities together with interest thereon. It will also 
provide that in the case of certain events relating to 
the taxability of the interest on the Bonds, AP&L shall 
be obligated to prepay all or a portion of the unpaid 
balance of the purchase price of the Facilities, 
together with accrued interest. The payments by 
AP&L in such circumstances shall be sufficient 
(together with other moneys held by the trustee 
under the Indentures and available therefor) to pay 
the principal of all Bonds to be redeemed in 
connection therewith together with interest accrued 
or to accrue to the redemption date. 
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It is proposed that the Bonds will be issued as term 
bonds. The Bonds will mature on February 1, 1984 
and will not be subject to any sinking tund 
redemption requirements. The Indentures will 
provide for the application of such of the proceeds of 
the Bonds which, after completion of the Facilities, 
may remain unused for the redemption or purchase 
of the Bonds, at the direction of AP&L. 


In order to provide security for the performance of 
AP&L’s obligations under the Agreements, AP&L will 
grant to the County a lien on and security interest in 
(“County Lien”) the Facilities. The County will assign 
the County Lien to the trustees pursuant to the 
Indentures. 


The Agreements will provide that prior tothe sales of 
the Facilities by the County to AP&L, AP&L will 
convey to the County such portions of the Facilities 
as have already been constructed or acquired by 
AP&L, subject to the lien of AP&L’s Mortgage and 
Deed of Trust, dated as of October 1, 1944, made by 
AP&L to Morgan Guaranty Trust Company of New 
York and John W. Flaherty, as Trustees, as 
supplemented and amended, and other permitted 
encumbrances specified in the Agreements. 


It is contemplated that the Bonds will be sold by the 


County pursuant to arrangements with a group of 
underwriters represented by Merrill Lynch, Pierce, 
Fenner & Smith Incorporated, Kidder, Peabody & Co. 
Incorporated and Stephens Inc. In accordance with 
the laws of the State of Arkansas, the interest rate to 
be borne by the Bonds will be fixed by the County. 


AP&L will not be party to the underwriting 
arrangements; however, the Agreements provide 
that the terms of the Bonds and their sale by the 
County, shall be satisfactory to AP&L. AP&L 
understands that interest payable on the Bonds will 
be generally exempt from federal income taxes. 
AP&L has been advised that the annual interest rates 
on obligations, interest on which is tax exempt, 
can be expected at the time of issuance of the Bonds 
to be 4% to 5% lower than the rates of obligations of 
like tenor and comparable quality, interest on which 
is fully subject to Federal income tax. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transactions are 
estimated at $140,000, including legal fees of 
$60,000 and accounting fees of $15,000. The 
proposed transactions have been authorized by the 
Arkansas Public Service Commission and the 
Tennessee Public Service Commission. The Public 
Service Commission of Missouri has declined to 
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assert jurisdiction over the proposed transactions. It 
is stated that no other state or federal regulatory 
authority, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21849), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21897/January 26, 1981 


In the Matter of 


CEDAR COAL COMPANY 

CENTRAL APPALACHIAN COAL COMPANY 
SOUTHERN APPALACHIAN COAL COMPANY 
301 Virginia Street East 

Charleston, West Virginia 25327 


CENTRAL OHIO COAL COMPANY 
WINDSOR POWER HOUSE COAL COMPANY 
301 Cleveland Avenue, S.W. 

Canton, Ohio 44702 


SOUTHERN OHIO COAL COMPANY 


Post Office Box K 
Moundsville, West Virginia 26041 
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(70-6488) 


NOTICE OF PROPOSED POST-EFFECTIVE 
AMENDMENT REGARDING MINING EQUIPMENT 
LEASES BY COAL MINING SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that Cedar Coal Company 
(“Cedar”), Central Appalachian Coal Company 
(“CACo”), and Southern Appalachian Coal Company 
(“SACCo”), coal mining subsidiaries of Appalachian 
Power Company (“Appalachian”), and Central Ohio 
Coal Company (“COCCo”), Windsor Power House 
Coal Company (“WPHCCo”), and Southern Ohio Coal 
Company (“SOCCo”), coal mining subsidiaries of 
Ohio Power Company, which, like Appalachian, is an 
electric utility subsidiary of American Electric 
Power Company, Inc., a registered holding 
company, have filed with this Commission post- 
effective amendments to the application previously 
filed in this proceeding pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 9 and 10 of the Act as applicable to the 
proposed transactions. All interested persons are 
referred to the application as now amended, for a 
complete statement of the proposed transactions. 


By order dated September 24, 1980 (HCAR No. 
21726), Cedar, CACCo, SACCo, Appalachian and 
SOCCo were authorized to enter into a separate 
master leasing agreement with Connecticut Bank 
and Trust Company and Donald E. Smith, as 
Trustees for the Bank of New York (“Leasee”) 
pursuant to which the Trustees will commit to lease 
during 1980 and 1981 to such companies coal 
mining equipment with a total cost to Trustees not 
exceeding $25,000,000. 


By post-effective amendment it is requested that 
WPHCCo be included as an applicant in the 
application and amendments thereto. Applicants 
anticipate leasing coal mining equipment during 
1980 and 1981 under the Lease having a total 
estimated value as set forth below: 


Estimated 
Replacement 
Equipment 
Cost 


Equipment 
New Equipment 
Cost 


Contingency 
Company Allowance Total 
($000) 
$1,256 

1,310 


($000) ($000) 
$3,270 $ 274 

.650 90 

3,711 239 
SACCo _ 235 
SOCCo 1,070 443 
WPHCCo : — 70 


($000) 
$4,800 
2.050 
4,100 
4,100 
8,150 
1,800 


Cedar 
CACCo 
COCCo 





Totals $14,948 $8,701 $1,351 $25,000 
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Assuring a prime interest rate of 212% overtheterm 
of the leased equipment, the equivalent effective 
annual interest rate would be 21.70% on a weighted 
basis or lower if the LIBO is less than 21%%. 


The generating plants named below expect to burn 
Applicants’ coal in the indicated amount: 
(000’) 
Plant Burn (Annual) 


Actual Est. Est. 
1979 1980 1981 





Coal Receiving 


Operating 
Company Plant 


Company 








Cedar 

CACCo 
SACCO 
COCCo 
SOCCo 


Amos (a) 7,618 7,209 
Mountaineer 0 755 
Amos (see above) 
Muskingum 3,829 3,244 
(1) Gavin (b) 8,218 3,379 
(2) Mitchell 3,835 3,379 
(1) Cardinal 2,940 1,998 
(2) Gavin (see above) 
(3) Mitchell (see above) 


Totals 25,990 24,648 


7,040 Appalachian 

3,020 Appalachian 
Appalachian 

3,532 Ohio 

3,391 Ohio 

3,391 Ohio 

2,637 Cardinal 
Ohio 
Ohio 


27,137 


WPHCCo 


The table below indicated each Applicant’s “proven 
and probable” reserves of clean, recoverable coal, 
its current annual production capacity, and the 
anticipated additional production capacity to be 
obtained from the equipment proposed to be leased 
together with other new investments. 


(000 tons) 

Anticipated Total 
Additional Anticipated 
Clean Tons Clean Tons 
Capacity Capacity 


Total1979 Tons 


Applicant Reserves Shipped 





Cedar 
CACCo 
SACCo 
COCCo 
SOCCo 
WPHCCo 


Totals 


122;235 
22,250 
37245 

102,500 

324,340 
32,735 


661,335 


1,774 
684 
1,242 
3,451 
4,623 
570 


12,344 


721 
200 
L153 


S77 
111 


3,761 





The form of the proposed Master Lease Agreement 
between Trustees and WPHCCo will be substantially 
in the same form as previously authorized, however, 
all references to “the Coal Contract” and “the Coal 
Contract Letter” shall not be effective until the coal 
contract between Ohio Power Company and 
WPHCCo is prepared and all requisite regulatory 
approvals of that contract obtained. Such approvals 
will not be required to enter into and incur 
obligations under the Master Lease or to leasing 
equipment thereunder. The Coal Contract Letter to 
the Lessor from Ohio Power and WHPCCo will be 
similar to the Coal Contract Letter of the other 
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Applicants and will be executed and delivered after 
all requisite approvals have been obtained. Ohio 
Power Company and WPHCCo have agree with the 
Bank of New York to prepare the Coal Contract and 
use their best efforts to obtain such approvals. 


It is stated that no state commission and no federal! 
commission, other than this Commission has 
jurisidiction over the transactions proposed in the 
post effective amendments. No fees or expenses are 
expected to be incurred in connection with the 
transactions proposed in the post ‘effective 
amendments. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1981, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for sucli request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with 
the request. At any time after said date the 
application, as amended or as it may be further 
amended, may be granted effective as provided in 
Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who 
request.a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21898/January 27, 1981 
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In the Matter of 


BLACKHAWK COAL COMPANY 

c/o American Electric Power Service Corporation 
161 West Main Street 

Lancaster, Ohio 43130 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 
Fort Wayne, Indiana 46801 


(70-6273) 


NOTICE OF PROPOSED ADDITIONAL INVESTMENT 
IN, SPENDING BY AND ADJUSTMENT TO 
CAPITALIZATION OF COAL MINING SUBSIDIARY 


NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Electric Company (“I&M”), an electric utility 
subsidiary of American Electric Power Company, 
Inc. (“AEP”), a registered holding company, and 
Blackhawk Coal Company (“Blackhawk”), a coal 
mining subsidiary of |&M, have filed with this 
Commission a post-effective amendment to their 
application-declaration previously filed and 
amended pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
6, 7, 9, 10, 12(b), 12(c) and 12(f) of the Act and 


Rules 42, 43, 45, 46 and 50(a)(3) promulgated 
thereunder as applicable to the proposed 
transactions. All interested persons are referred to 
the application-declaration, as amended by said 
post-effective amendment, which is summarized 
below, for a complete statement of the proposed 
transactions. 


By order dated August 7, 1980 (HCAR No. 21672), 
as modified by order dated September 30, 1980 
(HCAR No. 21672A), |1&M was authorized to transfer 
to Blackhawk its interest in certain coal mines 
located in Carbon County, thereto (all such assets, 
collectively, the “Mines”), on terms of conditions set 
forth in said orders. Jurisdiction was reserved with 
respect to proposed expenditures of $13,000,000 
for mine improvements to be made between January 
1, 1981, and June 30, 1981. 


By post-effective amendment it is stated that a 
contemplated sale of the Mines by December 31, 
1980, was not consummated, that no sale of the 
Mines is now conteraplated inthe immedite future 
and that applicants-declayants request (1) 
authorization for Blackhawk to spend up to 
$13,000,000 on mine improvements to be made 
prior to June 30, 1981, and for |&M to invest in 
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Blackhawk up to $13,000,000 to finance such 
expenditures, and (2) authorization for an 
adjustment of the capitalization of Blackhawk to 
reflect the acquisition of a United States coal lease. 


Concerning the proposed mine improvements it is 
stated that capital expenditures associated with the 
Crandall Canyon Project are essential to the 
continuation of current mining operations. That 
project involves the contruction of major mine 
ventilation shafts, underground transportation, and 
surface facilities which are necessary to maintain 
the present 1.5 million-tone annual rate of coal 
production from the Mines. It is stated these 
improvements for the entire Crandall Canyan Project 
will cost approximately $40,200,000 (with future 
expenditures by Blackhawk and investment in 
Blackhawk by 1&M to be the subject of subsequent 
filings with this Commission), will be completed by 
1983 and could support an increase in the 
production level to 2.0 million tons per year. 


Coal is presently being mined from Blackhawk’s No. 
3 and No. 5 mines. Based on current production 
levels, the reserves accessable from the No. 5 mine 
will be depleted by 1984. The No. 3 mine has a 
potential remaining life of up to forty years. However, 
the existing ventilation systems in both mines are 
operating at a near maximum capacity. Without the 
air ventilation improvements associated with the 
Crandall County Project, it is anticipated that the 
existing ventilation system, which provides the air 
movement required to comply with Federal mine 
safety and health regulations, will be inadequate 
after 1982 and result in a rapid decline in 
production. Major improvements are also required 
in the underground transportation system, in 
surface facilities such as warehouses, maintenance 
shops and bathhouses, and in the sanitary sewer 
system. 


Blackhawk has planned an improvement program 
which is designed to maintain production from the 
No. 3 mine until the recoverable clean coal reserves, 
estimated at 60 million tons, are exhausted. The 
initial improvements involve the construction of two 
large diameter vertical mine shafts (intake and 
exhaust) which it is anticipated will satisfy the 
ventilation requirements for the life of the No. 3 
mine. Other improvements are designed to reduce 
round-trip travel time from the mine portal to the 
working face, including the construction of a new 
elevator system, conversion of battery-powered to 
diesel underground transportation equipment and 
improvements to mine roadways. The improvement 
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program also includes the construction of new 
surface facilities which will replace temporary and 
obsolete facilities, accommodate additional work 
force, and improve employee efficiency and morale. 


It is proposed that 1&M will supply Blackhawk with 
the additional capital required for the $13,000,000 
of improvement expenditures through June 30, 
1981 (which Blackhawk will either spend for such 
improvements or reimburse itself for funds 
previously spent thereon), such capital to be split 
between 1&M’s purchase of debt, in the form of a 
promissory note of Blackhawk maturing December 
31, 2010, and the purchase of equity in proportions 
corresponding to the respective debt-equity ratios of 
1&M at the end of 1980. The interest rate on such 
debt will be set at the effective interest cost of |1&M’s 
most recent issue of first mortgage bonds preceding 
the additional investment. 


Concerning a proposed adjustment to the 
capitalization of Blackhawk, it is stated that under a 
settlement agreement effective November 30, 1979, 
with the former operator of the Mines, |&M agreed to 
pay Braztah Corporation and McCullocyh Oil 
Corporation, if the assignment of a certain United 
States coal lease to Franklin real Estate Company (a 
real estate subsidiary of AEP) were approved by the 
Bureau of Land Management, Department of 
Interior, before June 27, 1985, the amount of 
$3,888,000 (the “Contingent Braztah Obligation”), 
in installments beginning on June 27, 1981, and on 
each June 27 thereafter to and including June 27, 
1985, whith interest on the unpaid balance of said 
amount at the rate of 8% per annum from June 27, 
1979. That assignment has been approved, effective 
September 1, 1980. |&M and Franklin Real Estate 
Company will assign ownership of such lease to 
Blackhawk, which will assume the Contingent 
Braztah Obligation. Since that coal lease will not be 
utilized immediately, but will be held by Blackhawk 
for future development, I&M and Blackhawk 
consider that it would be appropriate to adjust 
Blackhawk’s capitalization to offset any impact that 
assumption of the Contingent Braztah Obligation 
might have on the cost of coal sold by Blackhawk to 
l&M. It is proposed that, upon assumption of the 
Contingent Braztah Obligation, Blackhawk will 
simultaneously reduce its long-term capitalization 
of $3,888,000 by: (1) prepaying $1,750,000 
principal amount of its 10.13% promissory note due 
December 31, 2010, held by !&M, and (2) 
redeeming 2,138 shares of its common stock at its 
stated value of $1,000 per share (for a total of 
$2,138,000). Such amounts reflect the 45%-55% 
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debt-equity ratio used to determine Blackhawk’s 
initial capitalization. It is proposed that payment of 
such amounts shall be effected by the issuance to 
I&M by Blackhawk of a non-interest bearing 
promissory note due December 31, 1990, in the 
principal amount of $3,888,000. 


Since it is anticipated that the proposed investment 
by 1&M in Blackhawk to finance the Crandall County 
Project will occur substantially contemporaneously 
with the assumption by Blackhawk of the Contingent 
Braztah Obligation, it is proposed that Blackhawk 
and I&M may elect to credit up to $2,138,000 
against the additional amount to be invested by |&M 
in the common stock of Blackhawk, in lieu of 
redeeming such amount of common stock in 
connection with such assumption; provided, 
however, that the amount of any such credit shall be 
deemed to be a new investment by I&M in 
Blackhawk, for all purposes of the prior orders inthis 
proceeding, and of the date of such credit. 


Applicants-declarants claim exemption from the 
competitive bidding requirement of Rule 50 for 
Blackhawk’s issuance of its common stock and 
notes to |1&M pursuant to Rule 50(a)(3). 


The fees and expenses to be incurred in connection 
with the proposed transactions will be supplied by 


further amendment. It is stated that no federal 
commission and no state commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 23, 1981, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said application-declaration, as amended by said 
post-effective amendment, which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon applicants-declarants at 
the above-stated addresses, and proof of service (by 
affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
amended by said post-effective amendment or as it 
may be further amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
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under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21899/January 27, 1981 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


COLUMBIA GULF TRANSMISSION COMPANY 
3805 West Alabama Avenue 
Houston, Texas 77027 


(70-6539) 


NOTICE OF PROPOSED SHORT-TERM LOAN TO 
PARTNERSHIP, EQUITY INVESTMENT IN 
PARTNERSHIP, AND ISSUANCE OF COMMON 
STOCK AND PROMISSORY NOTES 


NOTICE IS HEREBY GIVEN that Columbia Gas 
System, Inc. (“Columbia”), a registered holding 
company, and Columbia Gulf Transmission 
Company (“Gulf”), a wholly-owned subsidiary, have 
filed an application-declaration and an amendment 
thereto with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6(b), 9, 10, and 12 and Rules 
16, 43 and 45 promulgated thereunder as 
applicable to the proposed transactions. All 
interested persons are referred to the application- 
declaration, which is summarized below, for a 
complete statement of the proposed transactions. 


Gulf is an interstate pipeline company regulated by 


the Federal Energy Regulatory Commission under 
the Natural Gas Act. Contingent upon approval of 
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this Commission, Gulf has entered into a General 
Partnership Agreement (‘Agreement’) dated 
September 15, 1978 for the purpose of constructing 
and operating a pipeline system for the 
transportation of natural gas from Oklahoma to 
Arkansas. The proposed partnership, Ozark Gas 
Transmission System (“Ozark”), will be comprised 
of the following equal basis partners: Gulf, Ozark Gas 
Pipeline Corporation (“OGPL”), Tennessee Ozark 
Gas Company (‘Tennessee Ozark”) and Oklahoma 
Natural Development Corporation (“ONDC”). Ozark 
will be managed by a management committee 
composed of representatives of each of the four 
partners. Ozark has entered into a Construction 
Agreement and an Operating Agreement for OGPL to 
construct and operate the pipeline system. 


Subject to the approval of FERC, Ozark proposes to 
construct, operate and maintain a pipeline system 
consisting of approximately 285 miles of 20 inch 
trunk pipeline and approximately 170 miles of 4 
inch, 6 inch, 8 inch, or 10 inch lateral gathering lines 
(together with appurtenant facilities), compression 
facilities totaling 3,125 horsepower (10 stations 
varying in power from 50 horsepower to 1,500 
horsepower) and dehydration facilities. The 20 inch 
line will extend from Pittsburg County, Oklahoma toa 
point of interconnection with Natural Gas Pipe Line 
Company of America (“NGPL”) in White County, 
Arkansas. 


Columbia Gas Transmission Corporation (“TCO”), 
another Columbia subsidiary, and Tennessee Gas 
Pipeline Company (“Tennessee”), a Division of 
Tenneco Inc., have acquired rights to purchase any 
gas discovered and produced from approximately 
1,115,000 net acres in the Arkoma Basin in 
Oklahoma and Arkansas, and will continue to 
negotiate for the purchase of additional acreage and 
reserves in the Arkoma Basin and other areas from 
which gas is economically deliverable to Ozark. Gas 
reserves available to Ozark from the Arkoma Basin 
are estimated at 874 Bcf, including 77 Bcf of proven 
reserves, 126 Bcf of probable reserves yet to be 
drilled and 671 Bcf of potential reserves which may 
be explored and drilled through the remainder of this 
century. 


TCO and Tennessee have entered into separate Gas 
Transportation Agreements with Ozark under which 
TCO and Tennessee are each entitled to 50 percent 
of the capacity of the line. ONDC has an option, 
exercisable within two years after the pipeline’s 
initial operation, to utilize up to 25 percent of the 
pipeline’s capacity to the extent not committed to 
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TCO and Tennessee. Ozark will receive the gas 
owned by TCO, Tennessee and ONDC if it so elects 
and transport the gas for delivery to NGPL, for the 
account of and/or for exchange with each of the 
shippers. TCO’s gas will be delivered to the Columbia 
service territory through delivery by displacement to 
Gulf’s existing pipeline facilities under the terms 
being negotiated. The system will be designed to be 
capable of transporting 170,000 Mcf of natural gas 
per day. The average annual flow rate through the 
facilities during the first year of service will be 
146,400 Mcf per day including compressor and 
dehydration fuel. 


Ozark proposes to finance the construction of the 
pipeline system on a project basis with the partners 
contributing equity equal to 30% of the construction 
cost and with financial institutions providing debt 
financing for the remaining 70%. Construction of the 
proposed facilities is estimated to cost a total of 
approximately $118.8 million, and to last less than 
one year. OGPL, Gulf, Tennessee Ozark and-ONDC 
will each contribute approximately $9 million as 
their respective equity investments for a total equity 
contribution by the partners of approximately $35.5 


million, 30 percent of the estimated construction 
cost. 


During the construction period, the balance of the 
costs over the equity investment will be funded 
through either short-term loans from the partners or 
permanent financing from financial institutions. If 
short-term funding is elected, Gulf and each of the 
partners will make short-term advances of 
approximately $21 million each to Ozark. Such 
advances will be made as necessary for 
construction. When the facilities are placed in 
service, such short-term advances will be repaid 
with the proceeds of a private placement of long- 
term debt securities by Ozark. 


Gulf’s proposed short-term loan of approximately 
$21 million to the partnership will be funded through 
open account advances from Columbia. The open 
account advances will initially bear interest at the 
rate in effect from time to time at the agent bank for 
Columbia’s short-term loan line of credit. Interest 
charges to Gulf subsequently will be adjusted, after 
the short-term financing period, to the effective cost 
of money achieved on this short-term borrowing for 
this purpose. 


With respect to the $9 million equity investment, 


Gulf proposes to finance this amount through the 
issuance and sale to Columbia of up to $4.5 million 
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of its common stock, $25 par value, and through the 
issuance and sale to Columbia of up to $4.5 million 
of 20 year Installment Promissory Notes and/or 7 
year Floating Rate Term Notes. The Installment 
Notes are to be unsecured and dated the date of their 
issue. The principal amounts will be due in twenty 
(20) equal annual installments on March 30 of each 
of the years 1983 to 2002 inclusive. Interest on the 
installment notes would accrue from the date of their 
issuance, and is to be paid semi-annually in 
accordance with the provisions of the notes. The 
interest rate would be the effective cost of money to 
Columbia at its latest sale of debentures prior to the 
issuance of the notes, decreased by the amount 
necessary for the interest rate to be a multiple of 
1/10 of 1%. Columbia sold $100,000,000 principal! 
amount of debentures on August 13, 1980 (HCAR 
No. 21671), at an effective cost of money of 12.9%. 
Subject to market conditions, Columbia anticipates 
selling additional long-term securities during the 
project’s construction period. Therefore, installment 
notes issued prior to such additional sale of 
debentures would bear an interest of 12.9%. 


Should Columbia issue any notes under the 
Revolving Credit and Term Loan Agreement, dated 
as of April 1, 1980, among Columbia and certain 
banks named therein, floating rate notes due March 
31, 1987 would be issued by Columbia Gulf in lieu of 
installment notes. Such floating rate notes would be 
dated the date of their issue, and would bear interest 
at Columbia’s effective cost of money for any 
borrowings under the revolving credit agreement. 
Any such floating rate notes issued would be 
refinanced upon maturity. 


The issuance of common stock, installment notes 
and floating rate term notes by Gulf to Columbia, and 
the open account advances to Gulf from Columbia 
are exempt pursuant to Section 6(b) from the 
requirements of Section 7. Such transactions are 
excepted from competitive bidding pursuant to Rule 
50(a)(3). 


It is stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transactions. A 
statement of the fees and expenses incurred in 
connection with the proposed transactions will be 
provided by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 20, 1981, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
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for such request, and the issues of fact or law raised 
by said application-declaration, as amended, which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicants-declarants at the above addresses, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as amended, or as it may be further 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21900/January 28, 1981 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 


(70-6098) 


ORDER EXTENDING TIME PERIOD DURING WHICH 
SHORT-TERM BORROWINGS MAY BE MADE 


Jersey Central Power & Light Company (“JCP&L”), 
an electric utility subsidiary of General Public 
Utilities Inc. (“GPU”), a registered holding company, 
has filed post-effective amendments to an 
application previously filed with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (“Act”), and Rule 50 
promulgated thereunder regarding the proposed 
transaction. 
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By order dated June 2, 1980 (HCAR No. 21604), the 
Commission granted JCP&L authority to issue or 
renew, from time to time until December 31, 1980, 
its unsecured promissory notes maturing not more 
than nine months after the date of issue, evidencing 
short-term bank borrowings, provided that the 
aggregate principal amount of such unsecured 
promissory notes outstanding under the GPU 
System Revolving Credit Agreement, shall not 
exceed the lesser of (a) $160,000,000 or (b) the 
amount permitted by JCP&L’s Charter. 


By orders dated June 19, 1979 (HCAR No. 21107) 
and August 18, 1980 (HCAR No. 21681) the 
Commission authorized JCP&L to issue, sell and 
renew from time to time through October 1, 1981, its 
promissory notes (having a maturity of not more 
than six months from date of issue) pursuant to the 
GPU System Revolving Credit Agreement dated as of 
June 15, 1979, as amended, with a syndicate of 
commercial banks. The Commission’s orders, 
among other things, authorized JCP&L to incur 
indebtedness under the Agreement up to an amount 
which, when added to its other outstanding short- 
term borrowings, would not in the aggregate exceed 
the lesser of (a) $160,000,000a or (b) the amount 
permitted by JCP&L’s Charter. Borrowings under the 
Agreement are secured by the guarantee of GPU, by 
the common stock of GPU’s subsidiaries, and in the 
cases of Jersey Central Power & Light and 
Metropolitan Edison by certain other collateral. 


JCP&L now requests that the period during which it 
may issue, sell and renew its unsecured promissory 
notes be extended to October 1, 1981. In all other 
respects the transactions as heretofore authorized 
by the Commission would remain unchanged. 
JCP&L states that this extension of its existing 
authority is necessary so that it may continue to have 
the flexibility to borrow under both unsecured credit 
lines and the GPU System Revolving Credit 
Agreement since from time to time it may be less 
costly and more expeditious to borrow pursuant to 
unsecured credit lines. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $3,750, including legal fees of $1,500. 
It is stated that no state or federal regulatory 
authority, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective 
amendments to said applicaiton has been given in 
the manner prescribed in Rule 23 promulgated 
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under the Act (HCAR No. 21860), and no hearing has 
been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said application, as 
amended, be granted effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application, as amended, be, and it hereby is, 
granted effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, except that the time for filing the 
certification thereunder with respect to the 
proposed transactions is extended so as to allow 
filing on a quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 608/January 23, 1981 


The Securities and Exchange Commission has 
issued a notice giving interested persons until 
February 17, 1981 to request a hearing on an 
application by Beneficial Corporation (“Beneficial”) 
pursuant to Section 310(b)(1)(ii) of the Trust 
Indenture Act of 1939 declaring that the trusteeship 
of Chase Manhattan Bank under five indentures of 
Beneficial is not so likely to involve a material 
conflict of interest as to make it necessary to 
disqualify Chase Manhattan Bank from acting as 
trustee. 
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TRUST INDENTURE ACT OF 1939 
Release No. 609/January 28, 1981 


The Securities and Exchange Commission has 
issued a notice giving interested persons until 
February 24, 1981 to request a hearing on an 
application by General American Transportation 
Corporation, a New York corporation, pursuant to 
Section 310(b)(1)(ii) of the Trust Indenture Act of 
1939 declaring that the trusteeship of 
Manufacturers Hanover Trust Company under two 
existing indentures and under a new indenture to be 
qualified under the Act is not so likely to involve a 
material conflict of interest as to make it necessary 
to disqualify Manufacturers Hanover Trust Company 
from acting as trustee under the indenture to be 
qualified. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11582/January 23, 1981 


In the Matter of 


THE AUSTRALIAN INDUSTRY DEVELOPMENT 
CORPORATION 

c/o Richard D. Spizzirri, Esq. 

Davis, Polk & Wardwell 

One Chase Manhattan Plaza 

New York, New York 10005 


(812-4721) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVISIONS 
OF THE ACT 


NOTICE IS HEREBY GIVEN that The Australian 
Industry Development Corporation (“Applicant”) 
filed an application on August 26, 1980, and an 
amendment thereto on December 12, 1980, for an 
order of the Commission pursuant to Section 6(c) of 
the Investment Company Act of 1940 (“Act”) 
exempting Applicant from all provisions of the Act. 
All interested persons are referred to the application 
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on file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


Applicant states that it was established by the 
Australian Industry Development Corporation Act 
1970 as amended (“AIDC Act”) as a wholly-owned 
statutory corporation of the Commonwealth of 
Australia (“Australian Government”) to provide a 
source of funds necessary to promote sound 
development of industrial and resource 
development projects in Australia, and to aid 
Australian interests in participating in the ownership 
and control of such projects. Applicant commenced 
operations in 1971. Applicant states that it provides 
financing for industries concerned with the 
manufacture, processing, treatment, transportation 
and distribution of goods, and the development and 
use of natural resources or technology. Subject to 
certain considerations of national policy, Applicant 
States that it operates as a profit-making commercial 
enterprise and publishes all information which is 
required under Australian laws to be published by 


‘public companies or which is customarily provided 


by such companies. Applicant also states and that 
its principal office is located at 212 Northbourne 
Avenue, Braddon, Australia. 


Applicant states that it is not a bank within the 
meaning of the Banking Act 1959 and therefore 
operates outside the banking system regulated by 
Reserve Bank of Australia. However, Applicant 
represents that its principal business is the lending 
of money and that it obtains funds for such loans by 
the issuance of its debt obligations. Thus Applicant 
argues that it may be considered to be engaged in 
the business of banking, specifically that it may be 
considered a “development bank” or, alternatively, 
an “industrial bank”. Although not regulated under 
the Banking Act of 1959, Applicant represents that 
its business is influenced by Australian federal 
monetary authorities. Applicant states that its 
annual borrowing program is subject to approval of 
the Australian Loan Counsel and interest rates paid 
on term borrowings must be approved by the federal 
treasurer. In addition, Applicant is required to seek 
approval for all its international borrowings. 
Moreover, Applicant states that its structure, 
operations and activities are subject to regulation 
under the AIDC Act. 


According to the application, the AIDC Act specifies 
that Applicant will be governed by a board of 
directors consisting of an Executive Chairman, the 
Secretary to the Department of Industry and 
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Commerce, the Secretary to the Department of 
Trade and Resources and not less than five nor more 
than eleven other directors, appointed by the 
Governor-General. Under the AIDC Act, A 
$100,000,000! has been appropriated as the capital 
of Applicant, of which A $62,500,000 has been paid 
in by the Australian Government. Applicant states 
that the remainder of the appropriated amount is 
payable by the Australian Government in 
installments as Applicant’s outstanding borrowings 
increase and additional capital is needed as a base 
for further borrowings. Applicant represents that 
pursuant to the AIDC Act, the statutory capital will 
not ordinarily be used in funding operating loans and 
investments. 


Applicant states that its capital together with any 
other moneys not immediately required for the 
performance of its functions are held in a diversified 
general investment portfolio designed to meet 
normal investment criteria of security, income and 
liquidity. Applicant states that although there is 
technically no limit to the amount of funds which can 
be held in the general investment portfolio, general 
portfolio investments do not constitute a primary 
purpose of Applicant and funds, other than 
Applicant’s statutory capital, are held in the general 
investment portfolio only until actually required for 
operational loans and investments. According to the 
application, as of June 30, 1980, the general 
investment portfolio totaled A $78,266,000 or 
16.83% of Applicant’s total assets, and for the year 
then ended produced 29.4% of Applicant’s total 
income. Applicant states that as of June 30, 1980, 
77.86% of the general investment portfolio 
consisted of interest bearing investments, 18.1% 
were shares in companies and 4.03% were freehold 
properties. 


Applicant states that it is authorized by the AIDC Act 
to borrow money, both in Australia and abroad, up to 
an amount not exceeding eight times the sum of its 
paid-in statutory capital plus reserves. At June 30, 
1980, Applicant’s total borrowings aggregated A 
$375,802,000 of which 70.56% constituted 
borrowings in Australian currency and 29.44% 
comprised borrowings in foreign currencies (in U.S. 
dollars, Swiss Francs and Deutschemarks). 
Applicant further states tinai its borrowed funds are 
substantially short-term (i.e., original term of up to 
five years). 


As stated in the application, the AIDC Act requires 
that Applicant perform its function of providing a 
source of funds for development with a view to 


securing an improvement in the balance of 
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Australia’s external trading operations and with 
regard to governmental policies, including the 
current monetary policy. The AIDC Act further 
requires Applicant to perform its functions in such 
manner as will promote trade, commerce, economic 
development, and further the development of 
Australian resources necessary for the defense of 
the Commonwealth. According to the application 
Applicant’s clients range from large, well 
established companies to newer, smaller 
companies with little growth or performance history. 
In deciding whether to finance a particular company 
or to participate in a particular enterprise or project, 
Applicant states that the AIDC Act requires that 
Applicant have regard to (a) the importance of the 
industry concerned to the Australian economy, and 
(b) the extent to which the financing or participation 
would contribute to the effective performance of 
Applicant’s functions. In addition, pursuant to the 
AIDC Act, Applicant states that its financial 
statements are reviewed annually by the Auditor 
General of Australia, whose report is submitted to 
the Treasurer for consideration in each House of 
Parliament, and that the Auditor General has 
responsibility under the Federal Audit Act to report 
to Parliament anything untoward which comes to his 
attention in the course of the audit. 


Applicant states that its financings are generally 
medium-term secured loans at fixed or variable 
interest rates, with provisions for repayment by 
installments after a fixed period. Applicant 
represents that such loans normally have maturities 
within the three to eight year range and that the 
weighted average maturity of its present portfolio for 
all operational loans is approximately 7.8 years. 
According to the application, as of June 30, 1980, 
operational loans totaled A$318,252,000 or 86.49% 
of Applicant's total operational financing programs 
and 68.43% of Applicant’s total assets; and for the 
year ended June 30, 1980, reserves from such 
operational loans provided 59.27% of Applicant’s 
total income. 


According to the application, under the AIDC Act, 
Applicant may also contribute equity capital to a 
company or participate in the equity of a 
development project. However, Applicant 
represents that operational equity investment 
financings generally are made only to supplement 
equity capital available from other sources where 
this is important to the development of a particular 





‘The exchange rate for one Australian dollar was U.S. 
$1,1675 at December 10, 1980, U.S. $1.158 at June 
30, 1980. and U.S. $1.1215 at June 29, 1979. 


Volume 21, No. 18, February 10, 1981 





venture or to meet objectives with respect to 
Australian ownership or participation. As required 
by the AIDC Act, Applicant states that it seeks to 
dispose of any equity participation as soon as 
feasible, having regard to the well-being of the 
venture itself and its own statutory objectives. 
Applicant states that while equity investments play a 
role in its financing activities, it is not a large part of 
such activities. According to the application, as of 
June 30, 1980, operational equity investments 
totaled A$39,389,000, or 10.70% of Applicant's total 
operational financing programs and only 8.47% of 
Applicant’s total assets; and for the year then ended 
operational equity investments provided 2.33% of 
Applicant’s total income. 


According to the application, Applicant proposes to 
issue and sell in the United States prime quality 
commercial paper notes (“Notes”) in minimum 
denominations of $100,000 through major United 
States commercial paper dealers. Applicant 
represents that it will secure an undertaking from 
each such dealer that the Notes will be sold to 
institutional investors and other entities and 


individuals that ordinarily purchase commercial 
paper notes and will not be offered for sale to the 
general public. Applicant states that it proposes to 
issue and sell the Notes initially in amounts up to 
U.S. $30,000,000-$50,000,000 outstanding at any 


one time, and that the Notes will not have maturities 
exceeding 270 days nor wil they include any 
provisions for extention, renewal or automatic 
rollover at the option of either the holders or 
Applicant. Applicant represents that the short-term 
notes will be direct liabilities of Applicant, and will 
rank pari passu among themselves and equally with 
all other unsecured, unsubordinated indebtedness 
of Applicant. 


Applicant states that it plans to sell the Notes without 
registration under the Securities Act of 1933 (“1933 
Act”), in reliance upon an opinion of its special 
counsel in the United States that the offering will 
qualify for an exemption from the registration 
requirements of the 1933 Act provided for certain 
short-term commercial paper by Section 3(a)(3) 
thereof. Accordingly, Applicant states that the Notes 
will have the characteristics, including their 
negotiability, maturity and minimum denomination, 
such as to qualify them for exemption under Section 
3(a)(3) and that the proceeds of the sale of the Notes 
(to the extent not applied to the repayment of 
maturing Notes or to the payment of current 
expenses) will be used by Applicant for current 
transactions. Applicant represents that it will not 
proceed with its proposed offering until it has 
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received such an opinion letter. Applicant does not 
request Commission review or approval of such 
opinion letter and the Commission expresses no 
opinion as to the availability of any such exemption. 
Applicant further represents that the presently 
proposed issue of debt securities and any further 
issue of its debt securities in the United States shall 
have received, prior to issuance, one of the three 
highest investment grade ratings from atleast one of 
the nationally recognized investment rating 
organizations, and that its special United States 
counsel shall have cerified that such rating has been 
received; provided, however, that no such rating 
shall be required to be obtained, if in the opinion of 
its special United States counsel, such counsel 
having taken into account for the purposes thereof 
the doctrine of “integration” referred to in various 
releases and no-action letters made public by the 
Commission, an exemption from registration is 
available with respect to such issue under Section 
4(2) of the 1933 Act. 


Applicant undertakes to ensure that the dealer will 
provide each offeree of the Notes, prior to any sale of 
Notes to such offeree, with a memorandum 
describing the business of Applicant and containing 
the most recent publicly available audited financial 
statements of Applicant audited in accordance with 
Australian auditing practices. Applicant states that 
the offering memorandum will include a paragraph 
highlighting the material differences between 
Australian accounting standards applicable to 
Applicant and generally accepted accounting 
principles employed by similar U.S. institutions. 
Applicant represents that such memoranda will be 
at least as comprehensive as those customarily used 
in offering commercial paper in the United States 
and will be updated periodically to reflect material 
changes in the business or financial status of 
Applicant. Applicant further represents that in the 
future it may issue other debt securities, but that 
such securities will be offered or sold only pursuant 
to a registration statement under the 1933 Act, or an 
opinion of its special United States counsel that an 
exemption from registration under the 1933 Act is 
available, or pursuant to a staff position that no 
action would be taken if such securities are not 
registered. Applicant further undertakes to provide 
to any person to which it offers such debt securities 
in the United States (and undertakes to ensure that 
any underwriter or dealer through whom it makes 
such offer will so provide, prior to any sale of debt 
securities to such offeree) disclosure documents 
which are at least as comprehensive in their 
description of Applicant and the businesses of 
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Applicant as those customarily used in United States 
offerings of such securities, and which contain the 
financial statements of Applicant. Applicant 
consents to having any order granting the relief 
requested under Section 6(c) of the Act expressly 
conditioned upon its compliance with the foregoing 
undertakings concerning disclosure documents. 


Applicant represents that it will appoint a bank or 
trust company having an office in New York City, the 
Commission or a New York City corporation 
providing corporate services for lawyers as agent to 
accept service of process in any suit, action, or 
proceeding, based on the Notes or with respect to 
the offer and sale of the Notes and instituted in any 
state of federal court by the holder of any Note. The 
application states that Appalicant will expressly 
submit to the jurisdiction of state or federal courts in 
the City and State of New York in respect to any such 
suit, action or proceeding. Applicant will also be 
subject to suit in any other court in the United States 
which would have jurisdiction because of the 
manner of the offering of the Notes or otherwise. The 
application further states that such appointment of 
an agent to accept service of process and such 
consent to jurisdiction shall be irrevocable until all 
amounts due and to become due with respect to the 
Notes have been paid. The application also states 
that Applicant will similarly consent to jurisdiction 


and appoint an agent for service of process in any 
such suit, action, or proceeding arising from any 
future offerings of debt securities that it may make in 
the United States or with respect to the disclosure 
documents prepared in connection therewith. 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person, security or transaction, or any class or 
classes of persons, securities or transactions, from 
any provision under the Act or any rule or regulation 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Section 3(a)(3) of the Act defines investment 
company to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, 
and owns or proposes to acquire investment 
securities having a value exceeding 40 percent of 
the value of such issuer's total assets (exclusive of 
Government securities and cash items) on an 
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unconsolidated basis”. 


Applicant requests an order pursuant to Section 6(c) 
of the Act exempting it from all the provisions of the 
Act because of uncertainty as to whether an entity 
such as Applicant would be considered an 
investment company as that term is defined in the 
Act. Applicant submits that it is different from the 
type of institution Congress intended the Act to 
regulate. Applicant also submits that an exemption 
pursuant to Section 6(c) of the Act would benefit 
institutional and other sophisticated investors in the 
United States by making Applicant’s debt securities 
more readily available to such investors. Without 
such an exemption Applicant states that it would be 
precluded from publicly offering its securities in the 
United States. 


In addition, Applicant submits that approval of its 
application will assist it in its primary function of 
furthering the development of Australian industry by 
providing Applicant with an efficient and reliable 
source of U.S. dollars which will enable it to assist 
Australian export related projects on an exchange 
risk free basis. Applicant further submits that 
approval of the application will not give it a 
competitive advantage over United States issuers of 
commercial paper, United States banks or bank 
holding companies, but merely will place Applicant 
on a par with such domestic issuers. Applicant 
finally argues that its capital structure and 
operations are extensively supervised and regulated 
by Australian public officials under the AIDC Act and 
that this control and regulation together with the 
requirements of Section 3(a)(3) of the 1933 Act and 
the anti-fraud provisions of the Securities Exchange 
Act of 1934 will afford substantial protection to 
investors in its debt securities. 


Applicant concludes that granting the requested 
exemptive relief pursuant to Section 6(c) of the Act 
would be appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
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such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicant 
at the address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as 
of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11583/January 26, 1981 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 747/January 26, 1981 


Admin. Proc. File No. 3-5999 
In the Matter of 


GOVERNMENT SECURITIES MANAGEMENT CO. 
801-11371 


FUNDLINK INFORMATION SERVICES 
84-948 


ORDER INSTITUTING PUBLIC ADMINISTRATIVE 
PROCEEDINGS AND FINDINGS AND ORDER 
IMPOSING REMEDIAL SANCTIONS 


In anticipation of these proceedings, Government 
Securities Management Company (GSMC), an 
investment adviser, registered with the Commission 
pursuant to Section 203(c)(1) of the Investment 
Advisers Act of 1940 (Advisers Act) and FundLink 
Information Services, (FundLink) a transfer agent 
registered with the Commission pursuant to Section 
17A of the Securities Exchange Act of 1934, have 
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submitted an Offer of Settlement which the 
Commission has determined to accept. Solely for the 
purposes of these proceedings and any other 
Commission proceedings, and without admitting or 
denying the findings herein, respondents GSMC and 
FundLink consent to the findings and sanctions set 
forth below. 


Accordingly, IT IS ORDERED that public 
administrative proceedings pursuant to Section 9(b) 
of the Investment Company Act of 1940 (investment 
Company Act) and Section 203(e) of the Advisers 
Act, be, and hereby are, instituted. 


On the basis of this Order for Proceedings and Offer 
of Settlement, it is found that: 


1. GSMC, a District of Columbia partnership, has 
been the investment adviser to First Variable Rate 
Fund for Government Income, Inc. (Fund), a 
registered investment company, since February 
1976. 


2. FundLink, a partnership organized by the partners 
of GSMC, has been the transfer, dividend disbursing, 
and shareholder servicing agent for the Fund since 
August, 1979. 


3. From on or about August 27, 1979, toon or about 
January 1, 1980, GSMC and Fund Link willfully aided 
and abetted violations of Section 31(a) of the 
Investment Company Act and Rule 3la-1l 
thereunder by causing the Fund to maintain its 
books and records in an inaccurate and untimely 
manner. 


4. GSMC willfully violated Section 206(2) of the 
Advisers Act and willfully aided and abetted 
violations of Section 17(a)(2) of the Securities Act of 
1933 in that GSMC failed to disclose to the Fund’s 
board that the Fund was not accurately and timely 
maintaining its books and records and that GSMC 
participated in the preparation of disclosure 
documents disseminated to shareholders and 
prospective shareholders of the Fund which failed to 
disclose that the Fund was not accurately and timely 
maintaining its books and records. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the Offer of 
Settlement. 


Accordingly, IT |S ORDERED, that: 


1. GSMC be censured. 
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2. FundLink be censured. 


3. GSMC and FundLink comply with the following 
undertaking in their Offer of Settlement. 


(a) FundLink will prepare and provide the Fund with 
daily reconciliations of the shares outstanding 
according to FundLink and Fund records. 


(b) GSMC will prepare a weekly report on the status 
of the reconciliations of FundLink records to Fund 
records. 


(c) GSMC will report, at least quarterly, to the Fund’s 
audit committee on the status of the reconciliations 
referred to in Paragraph (a) above and the 
maintenance and timely preparation of the books 
and records required to be kept under Section 31(a) 
of the Investment Company Act and Rule 3la-1 
thereunder. 


(d) GSMC will prepare and maintain a manual 
describing the duties and responsibilities of all 
accounting personnel of the Fund and GSMC. 


(e) FundLink will prepare and maintain a manual 
describing the duties and responsibilities of all its 
employees. 


(f) GSMC and Fund Link will within 90 days after the 
entry of this Order, deliver an affidavit to the 
Washington Regional Office stating therein that they 
have complied with the undertakings imposed by 
the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11584/January 26, 1981 


in the Matter of 


NACIONAL FINANCIERA, S.A. 

c/o Peter Darrow, Esq. 

Cleary, Gottlieb, Steen & Hamilton 
One State Street Plaza 

New York, New York 10004 


(812-4792) 
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NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Nacional Financiera, 
S.A. (“Applicant”), filed an application on December 
22, 1980 and amendments thereto on January 9, 
1981, and January 26, 1981, for an order of the 
Commission, pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“Act”), 
exempting Applicant from all provisions of the Act. 
All interested persons are referred to the application 
on file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


Applicant states that it is the principal agency of the 
Federal Government (“Government”) of the United 
Mexican States (“Mexico”) for financing the 
economic development of Mexico. Applicant further 
states that it was organized in 1934 as a statutory 
corporation pursuant to its Ley Organica (“Organic 
Act”), which was revised and reenacted in 1975 and 
that, subject to considerations of national policy, it 
operates as a profit-making commercial enterprise. 
Applicant’s principal office is at Isabel la Catolica 51, 
Mexico 1, D.F. As of the end of June, 1980, Applicant 
operated 25 branches in Mexico and its commercial 
banking affiliate, Banco Internacional, S.A., had 272 
branches in Mexico. In addition, Applicant 
maintains representative offices in Washington, 
D.C., New York, London and Tokyo. 


The Organic Act of Applicant provides that its capital 
stock will consist of Series A shares, which may be 
owned solely by the Government of Mexico and 
which constitute 51% of Applicant’s capital stock, 
and Series B preferred shares. As of June 30, 1980, 
Applicant had outstanding 13,270,000 Series B 
preferred shares of which 46.4% was owned by the 
Government of Mexico and 53.6% was owned by 
institutions and individuals. Applicant states that its 
Series B preferred shares are traded publicly on the 
Mexico City stock exchange. 


Applicant represents that its principal areas of 
activity include the borrowing of funds and the 
extension of loans and loan guarantees and that on 
June 30, 1980, Applicant had outstanding loans of 
approximately $8,027 million and loan guarantees 
of approximately $2,971 million. As of June 30, 
1980, Applicant’s fixed-rate term deposits and 
international borrowings in an amount of $10,010 
million accounted for approximately 96.2% of its 
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outstanding liabilities (including stockholders’ 
equity). Applicant further states that it makes equity 
investments in public and private Mexican 
enterprises, engages in stock market transactions, 
administers 123 governmental trusts designed to 
promote development in certain sectors of the 
Mexican economy, and acts as the financial agent of 
the Government of Mexico as part of its role as the 
principal financing vehicle for the economic 
development of Mexico. 


Applicant represents that it is subject to a variety of 
regulatory measures in Mexico principally 
administered by the Mexican Secretariat of Finance 
and Public Credit (the “Secretariat”), the Bank of 
Mexico and the National Banking and insurance 
Commission. The Secretariat is the principal 
instrument of the Government of Mexico for the 
control of the borrowing activities of Mexico’s public 
sector. Accordingly, Applicant is required to obtain 
advance authorization from the Secretariat for the 
negotiation and contracting of external borrowings 
since such borrowings are deemed part of the total 
debt of Mexico’s public sector for purposes of the 
annual debt limit established by the Secretariat. In 
addition, Applicant must submit to the Secretariat 
annual funding estimates and disbursement plans, 
and is required to report periodically on its lending 
and guarantee activities. The Secretariat also 
requires that Appliant file its annual audited 
financial statements with it prior to making such 
financial statements public. Mexican law also 
requires thai all credit institutions maintain a ratio of 
liabilities and guarantees, (excluding loans or other 
liabilities guaranteed by the Government) to capital 
and capital reserves of no greater than twenty to one. 
According to the Applicant, Mexican General 
Corporation Law requires that Applicant’s financial 
statements be reviewed annually by independent 
auditors. Applicant further states that its Organic Act 
provides for the election of two examiners who may 
not be employees of Applicant or relatives of 
members of Applicant’s management and whose 
function is to oversee the conduct of Applicant’s 
business and report to the shareholders of 
Applicant. In addition, the application states that 
Applicant is required to file monthly reports 
containing detailed financial statements with the 
National Banking and Insurance Commission. 
Finally, Applicant states that the President of Mexico 
may veto any resolution adopted by its Board of 
Directors if it appears that the resolution jeopardizes 
the financial stability or prestige of Applicant or is 
contrary to the monetary or credit policy of the 
Government of Mexico. 
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Applicant purposes to issue and sell short-term 
negotiable promissory notes of the type generally 
referred to aS commercial paper (‘Notes’). The 
Notes will be in bearer form, denominated in United 
States dollars and issued in minimum denomina- 
tions of $100,000. They will rand pari passu among 
themselves and equally with all other unsecured 
indebtedness of Applicant, including deposits, and 
superior to the rights of shareholders of Applicant. 
Applicant states that its General Counsel is of the 
opinion that the Notes constitute transactions for 
which the Mexican nation will be responsible under 
Article 15 of Applicant’s Organic Law. Accordingly, 
in case of the failure of Applicant to duly and 
punctually make any payment in respect of the 
Notes, the Government of Mexico acting on behalf of 
the Mexican nation will be directly and 
unconditionally obligated to make such payment 
when it becomes due and payable according to the 
terms of the Notes, regardless of whether or not any 
holder of any Note has instituted any suit, action or 
proceeding or exhausted the holder’s remedies or 
taken any steps to enforce any rights against 
Applicant or any other person to compel such 
payment or collect all or part of such sums, regard- 
less of any condition or contigency, and without 
diligence, presentment, protest or any other notice 
to Applicant. Applicant states that while it cannot 


predict with certainty the aggregate amount of Notes 
which will be outstanding, it currently believes that 
during the first year of sale the aggregate amount of 
Notes outstanding will average between $100 
million and $200 million. 


Applicant states that the characteristics of the 
Notes, the manner of offering, and the use of the 
proceeds of the Notes to finance current 
transactions will qualify the Notes for the exemption 
from registration under the Securities Act of 1933 
(“1933 Act”) provided by Section 3(a)(3) ofthe 1933 
Act. Applicant will not issue and sell the Notes until it 
has received an opinion of its legal counsel in the 
United States to the effect that the proposed offering 
is entitled to the exemption provided by Section 
3(a)(3) of the 1933 Act. Applicant does not request 
review or approval of such opinion letter and the 
Commission expresses no opinion as to the avail- 
ability of any such exemption. Applicant further 
represents that the presently proposed issue of 
Notes, and any future issue of securities in the 
United States will have received, prior to issuance, 
one o* the three highest investment grades from at 
least one nationally recognized statistical rating 
organization and that its United States counsel will 
have certified that such rating has been received. 
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Applicant undertakes to ensure that the Notes will be 
sold through one or more commercial paper dealers 
to traditional types of commercial paper purchasers, 
and will not be advertised or otherwise offered to the 
general public. Applicant also undertakes to ensure 
that each dealer in the Notes will provide each 
offeree of the Notes, prior to any sale of Notes to such 
offeree, with a memorandum that describes the 
business of Applicant and that contains the most 
recent publicly available fiscal year-end balance 
sheet and income statement of Applicant, which 
have been audited in such manner as is customarily 
done for Applicant by its auditors. Such memoran- 
dum wil be updated periodically to reflect material 
changes in Appicant’s business and _ financial 
condition. The memorandum will be at least as 
comprehensive as those customarily used in 
offering commercial paper in the United States. 
Such memorandum will describe the material 
differences between the accounting principles 
applied by Applicant in the preparation of the 
financial statements and generally accepted 
accounting principles applicable to similar financial 
institutions in the United States. Applicant consents 
to any order granting the relief requested pursuant to 
Section 6(c) of the Act being expressly conditioned 
upon Applicant's compliance with all undertakings 
regarding disclosure documents. 


The application states that Applicant will appoint a 
bank or trust company in the City of New York as its 
authorized agent to issue the Notes from time to 
time. In addition, Applicant states that it will appoint 
its representative office in the city of New York, the 
Commission or a corporate entity which normally 
acts in such capacity to accept any service of 
process in any action based on the Notes and 
instituted in any state of federal court by the holder 
of any Note. Applicant consents to the jurisdiction of 
any state or federal court in the City and State of New 
York in respect of any such action. Such 
appointment of an authorized agent to accept 
service of process and consent to jurisdiction will be 
irrevocable until all amounts due and to become due 
with respect to the Notes have been paid by Appili- 
cant. Applicant will also be subject to suit in any 
other court in the United States which would have 
jurisdiction because of the manner of the offering of 
the Notes or otherwise. Applicant states that the 
authorized agent will not be a trustee for the holders 
of the Notes or otherwise obliged to act for them. 
Applicant similarly represents that it will consent to 
jurisdiction and will appoint an agent for service of 
process in suits arising from any future offer of debt 
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securities that it may make in the United States. 


Applicant states that in the future it might offer other 
debt securities, but not equity securities, for sale in 
the United States. In connection with any such 
offering, Applicant undertakes to insure that any 
offeree will be provided prior to any sale, with 
disclosure documents at least as comprehensive in 
their description of Applicant and its business and 
financial condition as the dealer's memorandum 
referred to above. In no event will such disclosure be 
less comprehensive than is customary for United 
States offerings of similar debt securities. In 
addition, Applicant states that any future offering of 
debt securities of Applicant which is subject to the 
registration requirements of the 1933 Act will be 
made pursuant to offering documents which comply 
with the requirements of the 1933 Act. Applicant 
consents to having any order granting the relief 
requested under Section 6(c) of the Act expressly 
conditioned upon its compliance with its 
undertakings regarding disclosure documents. 
Applicant further states that any such future offering 
will be made with due regard to the provisions of Rule 
146 and the doctrine of “integration” referred to in 
Securities Act Release Nos. 4434, 4552 and 4708 
and various “no action” letters made public by the 
Commission. 


Section 3(a)(3) of the Act defines investment 
company to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, 
and owns or proposes to acquire investment securi- 
ties having a value exceeding 40 per centum of the 
value of such issuer's total assets (exclusive of 
Government securities and cash items) on an 
unconsolidated basis.” 


Section 6(c) of the Act provides, in part, that the 


Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security or transaction, or any class or classes of 
persons, securities or transactions, from any 
provision of the Act, or any rule or regulation under 
the Act, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. Applicant states it is appiying to the 
Commission because of uncertainty whether or not it 
would be defined as an “investment company’ 
under the Act. 
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Applicant contends that approval of its application is 
both necessary and appropriate in the public 
interest. According to Applicant, if it were deemed 
an “investment company” and its application 
denied, it would be precluded from publicly offering 
securities in the United States and, thus, denied 
access to a major financing source. Applicant 
asserts that the public interest would be served by 
permitting institutional and other sophisticated 
investors the opportunity to acquire commercial 
paper issued by it. 


Applicant further asserts that the requested 
exemption would be consistent with the protection of 
investors. Applicant states that the extensive 
regulation by the Government of Mexico affords 
substantial protection to investors. Applicant further 
states that investors will be afforded added 
protection because payment of the Notes will be 
unconditionally guaranteed by Mexico under the 
terms of Applicant’s Organic Act. In addition, 
Applicant states that certain anti-fraud provisions of 
the federal securities laws will apply to the offering of 
any debt security by it. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 20, 1981, at 
5:30 p.m., submit to the Commission in writing a 


request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commission 
shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service ( by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any 
notices and order issued in this matter, including the 
date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11585/January 26, 1981 


In the Matter of 


EDWARD D. JONES & CO. TAX-FREE TRUST 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4774) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER OF THE COMMISSION PURSUANT TO 
SECTION 6(c) OF THE INVESTMENT COMPANY ACT 
OF 1940 GRANTING EXEMPTIONS FROM THE 
PROVISIONS OF SECTON 2(a)(41) OF THE ACT AND 
RULES 2a-4 AND 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Edward D. Jones & 
Co. Tax-Free Trust (“Applicant”), registered under 
the investment Company Act of 1940 (“Act”) as an 
open-end, diversified, management investment 
company, filed an application on December 1, 1980, 
and an amendment thereto on January 2, 1981, 
requesting an order of the Securities and Exchange 
Commission (“Commission”) pursuant to Section 
6(c) of the Act, exempting Applicant from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 under the Act to the extent necessary 
to permit Applicant to value its portfolio assets 
pursuant to the amortized cost method of valuing 
portfolio securities. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
contained therein which are summarized below. 


Applicant states that it is organized as a 
Massachusettes Business Trust. Applicant states 
that all representations and _ responsibilities 
imposed on “Management” in its application shall 
be deemed to apply to its board of trustees. 
Applicant’s investment adviser is Daily Cash 
Research Corporation and its shares are sold without 
a sales charge. Applicant states that it is designed as 
an investment vehicle for investors with temporary 
cash reserves seeking federally tax-exempt dividend 
income. The applicant’s investment objective is to 
provide investors dividend income exempt from 


SEC DOCKET/1499 





federal income taxes, while seeking relative stability 
of principal. Applicant states that it seeks to achieve 
its investment by investing in a diversified portfolio 
of short term, high quality municipal obligations 
issued by or on behalf of states, territories and 
possessions of the United States and the District of 
Columbia and thier political subdivisions, agencies 
and instrumentalities, the interest from which is in 
the opinion of Bond Counsel for the issuers, exempt 
from federal income tax. The Trust will invest only in 
short-term Municipal Obligations, including 
Industrial Revenue Bonds, which were orginally 
issued for a term of more than one year, if atthe time 
of purchase there is one year or less remainig to 
maturity and (a) the securities are rated within the 
two highest rating for municipal securities—Aaa or 
Aa—by Moody’s Investors Services or—AAA or AA— 
by Standard & Poor’s Corporation, Inc. or (b) which at 
the time of purchase carry an effective guarantee by 
the U.S. Government as to the payment of principal 
and interest or (c) which were originally issued for a 
term of one year or less and which at the time of 
purchase are rated within Moody's short-term 
Minicipal Obligations highest rating of MIG-1 or 
Standard and Poor’s highest municipal commercial 
paper rating of A-1 or unrated, where the board of 
trustees determines that such short-term Municipal 
Obligations are “high quality”. 


Applicant states that all other assets held in its 
investment portfolio shall consist of temporary 
investments and cash. Applicant states that its 
temporary investments will consist of high quality 
short-term instruments issued by or on behalf of 
municipal or corporate issuers; U.S. Treasury Bills, 
all other marketable obligations issued or 
guaranteed by the U.S. Government, its agencies or 
instrumentalities, instruments of banks and saving 
and loan associations (such as certificates of 
deposit, demand deposits and time deposits, 
Savings shares and bankers acceptances); 
repurchase agreements and prime commercial 
paper including variable amount demand master 
notes. The Applicant states that it will not invest in 
instruments issued by banks or saving and loan 
associations unless at the time of investment they 
have capital, surplus and undivided profits in excess 
of $100,000,000 as of the date of their most recently 
published financial statements. Applicant states 
that commercial paper investments will be limited to 
commercial paper rated A-1 by Standard & Poor's 
Corporation, Prime 1 by Moody’s Investors Services, 
Inc. or F-1 by Fitch Investors Service. 


The order requested herein would exempt Applicant 
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from the provisions of Section 2(a)(41) of the Act 
and Rules 2a-4 and 22c-1 thereunder. Section 
2(a)(41) of the Act defines value to mean: (1) with 
respect to securities for which market quotations are 
readily available, the market value of such 
securities and, (2) with respect to other securities 
and assets, fair value as determined in good faith by 
the investment company’s board of directors. 


Rule 22c-1 provides, in part, that no registered 
investment company, or no principal underwriter or 
dealer therefor issuing any redeemable security 
Shall sell, redeem or repurchase any such security 
except at a price based onthe current net asset value 
of such security which is next computed after receipt 
of a tender of such security for redemption or of an 
order to purchase or sell such security. 


Rule 2a-4 provides, as here relevant, that the current 
net asset value of a redeemable security issued by a 
registered investment company used in computing 
its price for the purposes of distribution, 
redemption, and repurchase shall be an amount 
which reflects calculations, whether or not recorded 
in the books of account, made substantially in 
accordance with the provisions of that rule, with 
estimates used where necessary or appropriate. 
Rule 2a-4 further states that portfolio securities with 
respect to which market quotations are readily 
available shall be valued at current market value, 
and other securities and assets shall be valued at fair 
value as determined in good faith by the board of 
directors of the registered investment company. 
Prior to the filing of this application, the Commission 
expressed its view that, inter alia: (1) Rule 2a-4 
under the Act requires that portfolio instruments of 
“money market” funds be valued with reference to 
market factors, and (2) it would be inconsistent 
generally with the provisions of Rule 2a-4 for a 
“money market” fund to value its portfolio 
instruments on an amortized cost basis (Investment 
Company Act Release No. 9786, May 1, 1977). 


Section 6(c) of the Act provides, in part, that upon 
application the Commission may conditionally or 
unconditionally exempt any person, security, or 
transaction, or any class or classes of persons, 
securities, or transactions, from any provision or 
provisions of the Act or any rule or regulation 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 
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In support of its request for exemptive relief 
Applicant states that investors are not concerned 
with the theoretical difference which might occur 
between yield achieved through pricing to sorne sort 
of “market” and yield computed by using the 
amortized cost valuation method. Applicant states 
that by valuing its portflio of high quality instruments 
of short-term maturities at amortized cost, it would 
be able to achieve the two qualities which investors 
in a money market fund seek: (1) continuity of 
Stability of principal and (2) steady flow of 
predictable and competitive investment income. 
Applicant states that by declaring income daily as 
earned and valuing its portfolio assets by the 
amortized cost method, investors would achieve a 
steady income flow and avoid the volatility which 
might result from valuing its assets based on market 
prices. 


Applicant represents that it has found through 
experience that investment in a portfolio of high 
quality money market instruments of short-term 
maturities will enable it to provide the required 
Stability to investors. Applicant states that 


maintaining an average portfolio maturity of 120 
days accomplishes both aforementioned investors 
because such a portfolio obviates the possibility 


of significant volatility in the value of portfolio 
instruments as effectively as does an average 
maturity of shorter duration, and such a portfolio 
provides a yield on portfolio instruments 
commensurate with yields available in the general 
money market which would not be otherwise 
available with a portfolio having an average maturity 
of shorter duration. 


Applicant further states that its request for 
exemptions is based on its existing and proposed 
investment policies, which have been adopted by 
the board of trustees and authorized executive 
committees and are described in its application and 
prospectus. Applicant represents that its board of 
trustees has determined in good faith that use of the 
amortized cost valuation method to value 
Applicant’s portfolio instruments is appropriate in 
the public interest, and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


Applicant has agreed that the following conditions 
may be imposed in any order of the commission 
granting the exemptive relief requested. 


1. In supervising Applicant’s operations and 
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delegating special responsibilities involving 
portfolio management to Applicant’s investment 
adviser, Applicant’s board of trustees undertakes— 
as a particular responsibility with the overall duty of 
care owed to its shareholders—to establish 
procedures reasonably designed, taking into 
account current market conditions and Applicant's 
investment objectives, to stabilize Applicant’s net 
asset value per share, as computed for the purpose 
of distribution, redemption and repurchase, at $1.00 
per share. 


2. Included within the procedures to be adopted by 
the board of trustees shall be the following duties 
and responsibilities: 


(a) Review by the board of trustees, as it deems 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of the net asset value 
per share as determined by using available market 
quotations from Applicant's $1.00 amortized cost 
price per share, and the maintenance of records of 
such review.! 


(b) In the event such deviation from Applicant’s 
$1.00 amortized cost price per share exceeds % of 1 
percent, a requirement thatthe board of trustees will 
promptly consider what action, if any, should be 
initiated by it. 


(c) Where the board of trustees believes that the 
extent of any deviation from Applicant’s $1.00 
amortized cost price per share may result in material 
dilution or other unfair results to investors or existing 
shareholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results, which may include: redeeming shares in 





To fulfill this obligation, Applicant states that it 
intends to use actual quotations or estimates of 
market value reflecting current market conditions 
chosen by its board of trustees in the exercise of its 
discretion to be appropriate indicators of value, 
which may include among others, (i) quotations or 
estimates of market value for individual portfolio 
instruments, or (ii) values obtained from yield data 
relating to classes of money market instruments 
published by reputable sources. 
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kind; selling portfolio instruments prior to maturity 
to realize capital gains or losses, or to shorten 
Applicant’s average portfolio maturity; withholding 
dividends; or utilizing a net asset value per share as 
determined by using available market quotations. 


3. Applicants will maintain a dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable net asset value per 
share; provided, however, that Applicant will neither 
(a) purchase any instrument with a remaining 
maturity of greater than one year, nor (b) maintain a 
dollar-weighted average portfolio maturity which 
exceeds 120 days.’ 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a written 
copy of the procedures ( and any modificaitons 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years on 
an easily accessible place) a written record of the 
board of trustees considerations and actions taken 
in connection with the discharge of its responsibili- 
ties, as set forth above, to be included in the minutes 
of the board of trustees’ meetings. The documents 
preserved pursuant to this condition shall be subject 
to inspection by the Commission in accordance with 
Section 31(b) of the Act, as if such documents were 
records required to be maintained pursuant to rules 
adopted under Sectin 31(a) of the Act. 


5. Applicant will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar-denominated instruments which the 
board of trustees determines present minimal credit 
risks, and which are of high quality as determined by 
any major rating service or, in the case of any 
instrument that is not rated, of comparable quality 
as determined by the board of trustees. 


6. Applicant will include in each of its quarterly 
reports, as an attachment to Form N-1Q, astatement 
as to whether any action pursuant to condition 2(c) 
above was taken during the preceding fiscal quarter 
and, if any such action was taken, will describe the 
nature and circumstances of such action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 19, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be 
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controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communiciation should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicant 
at the address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be file contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as 
of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered 
and any postponements thereof. 


George A. Fitzsimmons 
Secretary 








In fulfilling this condition, if the disposition of a 
portfolio security results in a _ dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce the dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11586/January 27, 1981 


In the Matter of 


INSTITUTIONAL LIQUID ASSETS 
8700 Sears Tower 
Chicago, Illinois 60606 


SALOMON BROTHERS 
One New York Plaza 
New York, New York 10004 


THE FIRST NATIONAL BANK OF CHICAGO 
One First National Plaza 
Chicago, Illinois 60670 


(812-4743) 


ORDER PURSUANT TO SECTIONS 6(c) AND 17(b) 
OF THE ACT GRANTING EXEMPTIONS FROM 
SECTIONS 12(d) (3), 13(a) (3), 15(a), 15(c) and 
17(a) OF THE ACT, AND PURSUANT TO SECTION 
17(d) OF THE ACT AND RULE 17d-1 THEREUNDER 
PERMITTING JOINT TRANSACTIONS 


Institutional Liquid Assets (“ILA”), a money market 
fund registered under the Investment Company Act 


of 1940 (“Act”) as an open-end, diversified, 
management investment company, Salomon 
Brothers (“Salomon”), administrator and distributor 
for ILA, and The First National Bank of Chicago 
(“Bank”), investment adviser to ILA (collectively, 
“Applicants”) filed an application on October 6, 
1980, and amendments thereto on October 7, 1980, 
and November 21, 1980, requesting an order: (1) 
pursuant to Sections 6(c) and 17(b) of the Act 
exempting Applicants from the provisions of 
Sections 12(d) (3), 13(a) (3), 15(a), 15(c) and 17(a) 
of the Act to the extent necessary to permit certain 
transactions, and (2) pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder permitting 
certain joint transactions. The application further 
requested that such an order be made effective as of 
the date of the filing of the application, on a 
temporary basis, pending issuance of a permanent 
order following appropriate notice and opportunity 
for hearing. 


On October 7, 1980, a notice of the filing of the 
application and an order granting the exemptions on 
a temporary basis was issued (Investment Company 
Act Release No. 11388). The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order would be issued as of course 
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unless a hearing should be ordered. No timely 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


Subsequent to the issuance of that notice, on 
November 21, 1980, Applicants filed a second 
amendment to their application which, generally, 
modified the terms of the put option (“Put”) which 
was a part of the program (“Program”) developed by 
ILA, Salomon and Bank to assure that ILA’s 
Government Portfolio would: (1) be able to continue 
to value its securities on an amortized cost basis, (2) 
be ina position to restructure its investment portfolio 
and (3) be able to maintain liquidity. The 
modification of the Put was necessary in order to 
assure that ILA’s net asset value per unit, when 
computed by use of market quotations for all assets 
in ILA’s Government Portfolio, would approach in an 
orderly and efficient manner, ILA’s $1 amortized 
cost value per unit. The terms of the modified Put 
provided, generally, that ILA could sell to Salomon 
any or all securities held by the ILA Government 
Portfolio on October 6, 1980, at the amortized cost of 
such security; however, the Put could be exercised 
only at such time as ILA’s net asset value per unit, 
using available market quotations for all assets, was 
less than a minimum net asset value per unit which 
gradually increased from $.9952 as of the close of 
business on October 30, 1980, to $.9980 by the 
close of business on December 1, 1980. In addition, 
ILA could only exercise the Put to the extent 
necessary to increase ILA’s net asset value per unit, 
using available market quotations for all assets, to 
the minimum net asset value per unit for the close of 
business on the day of the exercise of the Put as 
specified in the amendment to the application. The 
November 21, 1980, amendment further stated that 
ILA would exercise the Put in accordance with its 
terms whenever the Put became exercisable and 
that pursuant to ILA’s investment advisory contract, 
the Bank would select the particular securities held 
in ILA’s Government Portfolio on October 6, 1980, to 
be sold to Salomon pursuant to the Put. It is further 
stated that Salomon and the Bank contemplated 
sharing the actual cost to Salomon of the exercise of 
the Put, but that no final determination of such 
sharing would be reached between them until after 
December 1, 1980; however, in no event would 
Salomon or the Bank attempt to recoup any of the 
cost from ILA. 


It should be noted that the Commission continues to 
express no opinion concerning the adequacy of the 
Program, either as originally implemented by 
Applicants or as modified by the November 21, 
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1980, amendment and further makes no finding that 
the Program, and the transactions effected by 
Applicants, were satisfactory responses to ILA’s 
situation, justifying its continued use of amortized 
cost valuation. In addition, the Commission by its 
action on this application shall not be precluded 
from taking such other actions with respect to 
Applicants and their affiliated persons as the 
Commission may deem appropriate. The issuance 
of the orders was and is merely intended to permit 
Applicants to take certain extraordinary actions 
which appear to be in the interests of investors. 


The matter has been considered, and it is found that 
the granting of the requested order is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. It is further found, 
on the basis of the information stated in the 
application, that: (1) the participation of ILA in the 
transactions, on the basis stated inthe application is 
consistent with the provisions, policies and 
purposes of the Act, and that such participation ison 
a basis not less advantageous than that of other 
participants and (2) the terms of the transactions are 
reasonable and fair and do not involve overreaching 
on the part of any person concerned, and that the 
transactions are consistent with the policies of ILA 
and with the general purposes of the Act. 
Accordingly, 


iT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the exemptions from the provisions of Sections 
12(d) (3), 13(a) (3), 15(a) and 15(c) of the Act, tothe 
extent requested, be and hereby are granted; 


IT |S FURTHER ORDERED, pursuant to Section 17(b) 
of the Act, that the transactions be and hereby are 
exempted from the provisions of Section 17(a) of the 
Act; 


IT IS FURTHER ORDERED, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, that the 
transactions be and hereby are permitted; 


IT IS FURTHER ORDERED, thatthe order temporarily 
granting Applicants’ requested relief shall terminate 
effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11587/January 28, 1981 


In the Matter of 


INTERCAPITAL TAX-FREE DAILY INCOME FUND 
INC. 

Five World Trade Center 

New York, New York 10048 


(812-4773) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTION 2(a) (41) OF THE ACT AND RULES 2a- 
4 and 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that InterCapital Tax- 
Free Daily Income Fund Inc. (‘Applicant’), 
registered under the Investment Company Act of 
1940 (“Act”), as a diversified, open-end 
management investment company, filed an 
application on December 1, 1980, and an 
amendment thereto on December 24, 1980, for an 
order of the Commission, pursuant to Section 6(c) of 
the Act, exempting Applicant from the provisions of 
Section 2(a) (41) of the Act and Rules 2a-4 and 22c- 
1 thereunder to the extent necessary to permit 
Applicant to value its assets in accordance with the 
amortized cost method of valuing its portfolio 
securities. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicant represents that it is designed as a vehicle 
for investors seeking the highest level of income 
exempt from federal income tax as is consistent with 
Stability of principal and liquidity. It states that at 
least 80% of its portfolio will be invested in the 
following types of municipal obligations: 


1. Municipal Bonds with remaining maturities of 
one year or less which are rated Aaa or Aa by Moody’s 
Investors Service, Inc. (““Moody’s), or AAA or AA by 
Standard & Poor’s Corporation (“S&P”), or, if not 
rated, are of comparable quality as determined by 
Applicant's board of directors. 


2. Municipal Notes which are rated at the date of 
purchase MIG-1 or MIG-2 by Moody's or, if not rated, 
are of comparable quality as determined by the 
board of directors. 
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3. Municipal Commercial Paper which is rated P-1 
or P-2 by Moody’s or A-1 or A-2 by S&P or, if not rated, 
is of comparable quality as determined by the board 
of directors. 


Applicant states that it may invest in the foregoing 
types of securities on a “when-issued” basis. 
Applicant further represents that at least 80% of its 
portfolio will be invested in such municipal 
obligations, and that, under certain circumstances, 
it may invest temporarily in taxable short-term fixed 
income securities (maturing in one year or less from 
the time of purchase).! 


As here pertinent, Section 2(a) (41) of the Act 
defines value to mean (1) with respect to securities 
for which market quotations are readily available, 
the market value of such securities, and (2) with 
respect to other securities and assets, fair value as 
determined in good faith by an_ investment 
company’s board of directors. Rule 22c-1 adopted 
under the Act provides, in part, that no registered 
investment company or principal underwriter 
therefor issuing any redeemable security shall sell, 
redeem, or repurchase any such security except ata 
price based on the current net asset value of such 
security which is next computed after receipt of a 
tender of such security for redemption or of an order 
to purchase or sell such security. 


Rule 2a-4 adopted under the Act provides, as here 
relevant, that the current net asset value of a 


redeemable security issued by a registered 
investment company, used in computing its price for 
purposes of distribution, redemption and 
repurchase, shall be an amount which reflects 
calculations made substantially in accordance with 
the provisions of that rule, with estimates used 
where necessary or appropriate. Rule 2a-4 further 
states that portfolio securities with respect to which 
market quotations are readily available shall be 
valued at current market value, and other securities 
and assets shall be valued at fair value as 
determined in good faith by the board of directors of 
the registered company. Prior to the filing of the 
application, the Commission expressed its view that, 
among other things, (1) Rule 2a-4 under the Act 
requires that portfolio instruments of “money 
market” funds be valued with reference to market 
factors, and (2) it would be inconsistent, generally, 
with the provisions of Rule 2a-4 for a “money 
market” fund to value its portfolio instruments onan 
amortized cost basis (Investment Company Act 
Release No. 9786, May 21, 1977). 
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Section 6(c) provides, in pertinent part, that upon 
application the Commission may conditionally or 
unconditionally exempt any person, security or 
transaction or any class or classes of persons, 
securities or transactions, from any provision or 
provisions of the Act or of any rule or regulation 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. In view of the foregoing, Applicant 
requests an order, pursuant to Section 6(c) of the 
Act, exempting it from the provisions of Section 2(a) 
(41) of the Act and Rules 2a-4 and 22c-1 thereunder 
to the extent necessary to permit it to value its assets 
using the amortized cost method of valuation. 


In support of the relief requested, Applicant states 
that it has been the experience of Applicant’s 
investment adviser in managing other funds, 
including another “money market fund”, that in 
order to attract and retain sophisticated investors, a 
fund should possess the two attributes of: (i) stability 
of principal, i.e. a stable net asset value, and (ii) a 
steady flow of investment income. Applicant states 
further that its management believes that these 
attributes can be achieved through an investment 
policy of investing only in instruments having a 
remaining maturity of one year or less and valuing 
them on the basis of amortized cost. Applicant 





‘Applicant states that its taxable investments will be 
limited to the following classes of securities: 

(i) obligations of the United States Government or 
its agencies, instrumentalities or authorities; 

(ii) prime commercial paper rated P-1 by Moody’s or 
A-1 by S&P; 

(iii) certificates of deposit of domestic banks with 
assets of $1 billion or more; and 

(iv) repurchase agreements with respect to any of 
the foregoing portfolio securities. 

Applicant states that the above classes of taxable 
securities may be acquired under the following 
circumstances: 

(a) pending investment of proceeds of sale of 
Applicant’s shares or of portfolio securities; 

(b) pending settlement of purchases of portfolio 
securities; 

(c) to maintain liquidity for the purpose of meeting 
anticipated redemptions; or 

(d) to maintain a “defensive” posture when, in the 
opinion of Applicant’s Investment Manager, it is 
advisable to do so because of market conditions. 
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asserts, moreover, that its experience indicates that, 
with respect to such securities, there is normally a 
negligible discrepancy between market value and 
amortized cost value. Thus, Applicant believes that 
valuation of its assets on the basis of amortized cost, 
by enabling the maintenance of a stable price per 
share while at the same time allowing a flow of 
investment income less subject to fluctuation than 
under procedures whereby its dividend would be 
adjusted by all realized gains and losses, will benefit 
its shareholders. It is represented that Applicant's 
board of directors has determined in good faith that, 
in light of Applicant’s characteristics as described 
above, absent unusual or extraordinary 
circumstances, the amortized cost method of 
valuing portfolio securities is appropriate and 
preferable for the fund and reflects the fair value of 
such securities. 


In addition, Applicant asserts that its adherence to 
the following conditions in the course of managing 
its portfolio will substantially reduce the likelihood of 
significant variation from a constant share price and 
the likelihood of any dilution of the assets and yield 
of incoming or outgoing shareholders: 


(1) In supervising Applicant’s operations and 
delegating special responsibilities involving 
portfolio management to Applicant’s investment 
adviser, Applicant’s board of directors undertakes— 
as a particular responsibility within the overall duty 
of care owed to its stockholders—to establish 
procedures reasonably designed, taking into 
account current market conditions and Applicant’s 
investment objectives, to stabilize Applicant’s net 
asset value per share, as computed for the purposes 
of distribution, redemption and repurchase at $1.00 
per share. 


(2) Included within the procedures to be adopted by 
the board of directors shall be the following: 


(a) Review by the board of directors, as it deems 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of Applicant’s net asset 
value per share as determined by using available 
market quotations from the $1.00 amortized cost 


price per share, and maintenance of records of such 
review.’ 


(b) In the event such deviation from the $1.00 
amortized cost price per share exceeds % of 1%, a 
requirement that the board of directors will promptly 
consider what action, if any, should be initiated. 
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(c) Where the board of directors believes the extent 
of any deviation from Applicant’s $1.00 amortized 
cost price per share may result in material dilution or 
other unfair results to investors or existing 
stockholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results which may include: redeeming shares in 
kind; selling portfolio instruments prior to maturity 
to realize capital gains or losses, or to shorten the 
average portfolio maturity; withholding dividends; or 
utilizing a net asset value per share as determined by 
using available market quotations. 


(3) Applicant will maintain a dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable net asset value per 
share; provided, however, that Applicant will not (a) 
purchase any instrument with a remaining maturity 
of greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity in excess of 120 
days.? 


(4) Applicant will record, maintain and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) describe in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
board of directors’ considerations and actions taken 
in connection with the discharge of its 
responsibilities, as set forth above, to be included in 
the minutes of the board’s meetings. The documents 
preserved pursuant to this condition shall be subject 





“To fulfill this condition, Applicant intends to use 
actual quotations, or estimates of market value 
reflecting current market conditions chosen by its 
board of directors in the exercise of its discretion to 
be appropriate indicators of value, which may 
include, inter alia, (1) quotations or estimates of 
market value for individual portfolio instruments, or 
(2) values obtained from yield data relating to 
classes of money market instruments published by 
reputable sources. 


3In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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to inspection by the Commission in accordance with 
Section 31(b) of the Act as though such documents 
were records required to be maintained pursuant to 
rules adopted under Section 31(a) of the Act. 


(5) Applicant will limit its portfolio investments, 
including repurchase agreements to those U.S. 
dollar-denominated instruments which Applicant's 
board of directors determines present minimal 
credit risks, and which are of high quality as 
determined by any major rating service, or in the 
case of any instrument that is not rated, of 
comparable quality as determined by the board of 
directors. 


(6) Applicant will include in each quarterly report, 
as an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) above 
was taken during the preceding fiscal quarter, and, if 
any action was taken, will describe the nature and 
circumstances of such action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 17, 1981, at 
5:30 p.m., submit to the Commission in writing, a 
request for a hearing on the application 


accompanied by a statement as to the nature of his 
or her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be 


controverted, or he or she may request that he or she 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 


of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11588/January 28, 1981 


In the Matter of 


INSURED MUNICIPALS-INCOME TRUST 
INVESTORS’ CORPORATE-INCOME TRUST 
INVESTORS’ GOVERNMENTAL SECURITIES- 
INCOME TRUST 
INVESTORS’ QUALITY TAX-EXEMPT TRUST 
INVESTORS’ MUNICIPAL PENNSYLVANIA UNIT 
TRUST 
PENNSYLVANIA 
TRUST 


INSURED MUNICIPAL BOND 


and 


VAN KAMPEN FILKIN & MERRITT, INC. 
DAIN BOSWORTH, INCORPORATED 
c/o Van Kampen Filkin & Merritt. Inc. 
208 South LaSalle Street 

Chicago, Illinois 60604 


(812-4226) 


ORDER OF THE COMMISSION AMENDING A 
PREVIOUS ORDER GRANTING EXEMPTION FROM 
THE PROVISIONS OF SECTION 22(d) OF THE ACT 
PURSUANT TO SECTION 6(c) OF THE ACT AND 
PERMITTING AN OFFER OF EXCHANGE PURSUANT 
TO SECTION 11 OF THE ACT. 


On December 24, 1980, a notice was issued 
(Investment Company Act Release No. 11515) of an 
application filed on December 8, 1980, by Insured 
Municipals-Income Trust, Investors’ Corporate- 
Income Trust (the “Corporate Fund”), Investors’ 
Governmental Securities-Income Trust, Investors’ 
Quality Tax-Exempt Trust, Investors’ Municipal 
Pennsylvania Unit Trust, Pennsylvania Insured 
Municipal Bond Trust, and New York Insured 
Municipal Bond Trust (the “New York Fund”), 
registered under the Investment Company Act of 
1940 (“Act”) as unit investment trusts (collectively 
referred to herein as the “Funds’”), their sponsor, Van 
Kampen Filkin & Merritt, Inc., and a co-sponsor of 
the Corporate Fund, Dain Bosworth, Incorporated 
(collectively referred to as the “Applicants”), 
requesting an order of the Commission amending an 
earlier order of the Commission dated August 12, 
1980 (Investment Company Act Release No. 
11300), which earlier order amended other orders of 
the Commission dated June 29, 1979 (Investment 
Company Act Release No. 10758), November 28, 
1978 (Investment Company Act Release No. 
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10498), October 17, 1978 (Investment Company 
Act Release No. 10442), and January 31, 1978 
(Investment Company Act Release No. 10109). 
These orders pursuant to Section 6(c) of the Act 
exempted from the provisions of Section 22(d) of the 
Act the offer and sale of units of such Funds 
pursuant to a conversion option (the “Plan’”), and 
pursuant to Section 11 of the Act permitted such 
Funds to offer their units at net asset value plus a 
fixed dollar sales charge pursuant to the Plan. The 
amended order extends the Plan to 
certificateholders of Series 1 and subsequent series 
(as such series may from time to time be created) of 
the New York Fund and increases the sales charge 
imposed on all such exchange transactions from 
$15.00 per unit to $25.00 per unit. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it.is found that 
granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT |S ORDERED, pursuant to Sections 6(c) and 11 of 
the Act, that the application for amendment of the 
Commission’s order dated August 12, 1980, 
contained in Investment Company Act Release No. 
11300, to the extent requested, be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11589/January 28, 1981 


In the Matter of 


INSURED MUNICIPALS-INCOME TRUST 

INVESTORS’ QUALITY TAX-EXEMPT TRUST 

INVESTORS’ CORPORATE-INCOME TRUST 

INVESTORS’ GOVERNMENTAL SECURITIES- 
INCOME TRUST 
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INVESTORS’ MUNICIPAL PENNSYLVANIA 
UNIT TRUST 

PENNSYLVANIA INSURED MUNICIPAL BOND 
TRUST 

NEW YORK INSURED MUNICIPAL BOND TRUST 

VAN KAMPEN FILKIN & MERRITT, INC. 

DAIN BOSWORTH, INCORPORATED 

c/o VAN KAMPEN FILKIN & MERRITT, INC. 

208 South LaSalle Street 

Chicago, Illinois 60604 


(812-4520) 


ORDER OF THE COMMISSION AMENDING A 
PREVIOUS ORDER GRANTING AN EXEMPTION 
FROM THE PROVISIONS OF SECTION 22(d) OF THE 
ACT PURSUANT TO SECTION 6(c) OF THE ACT AND 
PERMITTING AN OFFER OF EXCHANGE PURSUANT 
TO SECTION 11 OF THE ACT 


On December 24, 1980, a notice was issued 
(Investment Company Act Release No. 11514) of an 
application filed on October 14, 1980, and an 
amendment thereto on December 8, 1980, by 
Insured Municipals-Income Trust, Investors’ Quality 
Tax-Exempt Trust, Investors’ Corporate-lncome 
Trust, Investors’ Governmental Securities-Income 
Trust, Investors’ Municipal Pennsylvania Unit Trust 
(“IMPUT”), Pennsylvania Insured Municipal Bond 
Trust (the “Insured Fund”) and New York Insured 
Municipal Bond Trust (the “New York Fund”), 
registered under the Investment Company Act of 
1940 (“Act”) as unit investment trusts (collectively 
referred to herein as the “Funds’”), their sponsor Van 
Kampen Filkin & Merritt, Inc., and a co-sponsor of 
Investors’ Corporate-Income Trust, Dain Bosworth, 
Incorporated (collectively with the Funds referred to 
as the “Applicants”) requesting an order of the 
Commission amending an earlier order of the 
Commission dated October 9, 1979 (Investment 
Company Act Release No. 10895). The earlier order 
(1) permitted, pursuant to Section 11 of the Act, the 
exchange of units of any series of a Fund for units of 
any other series of the same Fund at net asset value, 
plus a fixed and reduced sales charge of $15 per unit 
pursuant to an exchange option and (2) exempted, 
pursuant to Section 6(c) of the Act, such 
transactions of the Applicants from the provisions of 
Section 22(d) of the Act. This amended order 
permits the Applicants to extend the exchange 
option to certificateholders of Series 1 and 
subsequent series (as such series may from time to 
time be created) of the Insured Fund. IMPUT andthe 
New York Fund, and to increase the sales charge 
imposed on all such exchange transactions from 
$15 per unit to $25 per unit. 
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The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request for-a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Sections 6(c) and 11 of 
the Act, that the application for amendment of the 
Commission’s order dated October 9, 1979, 
contained in Investment Company Act Release No. 
10895, to the extent requested, be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11590/January 28, 1981 


In the Matter of 


FUNDAMENTAL TRUST SHARES, SERIES A 
206-7 Bank of America Building 

111 South El Camino Real 

San Clemente, California 92672 


(811-119) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE INVESTMENT COMPANY 
ACT OF 1940 


On December 31, 1980, a notice was issued 
(Investment Company Act Release No. 11522) 
stating that the Commission proposed, pursuant to 
Section 8(f) of the Investment Company Act of 1940 
(“Act”), to declare by order on its own motion that 
Fundamental Trust Shares, Series A (“Fund”), 
registered under the Act as a unit investment Trust, 
has ceased to be an investment company as defined 
in the Act. 


The notice gave interested persons an opportunity to 
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request a hearing, and stated that an order disposing 
of the matter would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered 
a hearing. 


The matter has been considered, and it is found that 
the Fund has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Fundamental Trust Shares, 
Series A under the Act shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11591/January 29, 1981 


In the Matter of 


AMERICAN BIRTHRIGHT TRUST MANAGEMENT, 
INC. 

RICHARD J. SLUGGETT 

RICHARD S. FREEDMAN 


File No. 812-4790 
Investment Company Act of 1940 


ORDER PURSUANT TO SECTION 9(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS 
OF SECTION 9(a) OF THE ACT 


On December 30, 1980 the Commission issued a 
notice of filing of an application by American 
Birthright Trust Management, Inc. (“ABTM”), 
Richard J. Sluggett (“Sluggett”) and Richard S. 
Freedman (“Freedman”) pursuant to Section 9(c) of 
the Investment Company Act of 1940 and an order of 
temporary exemption pending determination of the 
application. (Investment Company Act Release No. 
11519/December 30, 1980). The notice gave 
interested persons an opportunity to request a 
hearing and stated that an order disposing of the 
application might be issued on the basis of the 
information therein unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 
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The matter having been considered, it is found that 
the granting of the requested permanent exemption, 
pursuant to Section 9(c) of the Act as noted below, is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. 


IT IS ORDERED pursuant to Section 9(c) of the Act 
that ABTM and its directors, officers and employees, 
including Sluggett and Freedman, as of the date of 
this Order, be and hereby are granted an exemption 
from the prohibitions of Section 9(a) of the Act with 
respect to their affiliation with American Birthright 
Trust, Tax-Managed Fund for Utility Shares and any 
other investment companies for which ABTM may 
be an investment adviser, which prohibitions would 
otherwise be operative as a result of the entry of 
injunctions against ABTM, Sluggett, and Freedman 
in SEC v. American Birthright Trust Management, 
Inc., et al., Civil Action No. 80-3306 (D.D.C. 
December 30, 1980). 


By the Commission. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 747/January 26, 1981 


SEE 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11583/January 26, 1981 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 748/January 29, 1981 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17499/January 29, 1981 








LITIGATION 
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Litigation Release No. 9277/January 27, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
LAWRENCE D. MARKHAM, HAROLD KUNZ, PHILLIP 
STEPHAN (E.D. Wa. Civil Action File No. C-80-436- 
JLO) 


Jack H. Bookey, Regional Administrator of the 
Seattle Regional Office, announced that on 
December 9, 1980, the Honorable Justin 
Quackenbush entered an Order permanently 
enjoining Lawrence D. Markham from further 
violations of the registration and anti-fraud 
provisions of the federal securities laws. Markham 
consented to the entry of the Order without admitting 
or denying the allegations of the Commission's 
Complaint. Harold A. Kunz and Phillip Stephan 
earlier consented to decrees without admitting or 
denying the allegations of the Complaint. The three 
defendants had been principals of three or more 
corporations which had sold investment contracts in 
connection with the sale and lease back of personal 
property. The defendants operated a Ponzi Scheme, 
using new investor funds to make lease payments to 
earlier investors without disclosing that the 
equipment, which supposedly was the subject of the 
leases, either had not been purchased or had never 
been delivered to a lessee. The related corporations 
are presently under the jurisdiction of the 
Bankruptcy Court. 





Litigation Release No. 9278/January 28, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
LAVERE GILBERT LUND AND ESTLE FINNEY, Civil 
Action No. 81-0371 MML (Kx) (C.D. Cal.) 


The Securities and Exchange Commission 
announced today the filing of a Complaint for 
Permanent Injunction and Other Equitable Relief 
against Lavere Gilbert Lund (“Lund”) of Encino, 
California and Estle Finney (“Finney”) of Northridge, 
California in the U.S. District Court for the Central 
District of California for violations of the anti-fraud 


provisions of the federal securities laws. 
Simultaneously with the filing of the Complaint, 
without admitting or denying the allegations of the 
Complaint, Finney consented to the entry of a Final 
Judgment of Permanent Injunction and Order of 
Disgorgement which enjoined him from further 
violations of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 promulgated 
thereunder and ordered him to disgorge his profits of 
$11,056. The action is pending against Lund. 
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The Commission alleged in its Complaint that Lund 
and Finney each purchased 10,000 shares of the 
common stock of P&F Industries, Inc. (“P&F’) on 
Friday, August 3, 1979, while in possession of 
material non-public information concerning a 
proposed joint venture between P&F and the Jockey 
Club Casino Corporation (“Jockey Club”) to operate 
a gambling casino in Las Vegas, Nevada which was 
publicly announced the following Monday, August 6, 
1979. The Commission's Complaint alleges that the 
non-public information was obtained from a 
telephone conversation between Lund and P&F’s 
Chairman of the Board who had called Lund to offer 
Lund’s company, Verit Industries Corporation an 
opportunity to invest in the venture. Shortly after this 
telephone conversation, Lund and Finney, Lund’s 
business associate, each ordered the purchase of 
10,000 shares of P&F stock. 





Litigation Release No. 9279/January 29, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
IRVING COHEN, ET AL., Civil Action No. 80-0853 
(United States District Court for the District of 
Columbia) 


The Securities and Exchange Commission today 
announced that on January 29, 1981 the Honorable 
Aubrey Robinson, United States District Judge for 
the United States District Court for the District of 
Columbia, signed a Judgment of Permanent 
Injunction and other Equitable Reliev (“Judgment”), 
by consent, enjoining Defendants Irving Cohen 
(“Cohen”), Halajen Mineral Development Corp. 
(“Jalajen”), and six coal limited partnerships: 
Mountainview Associates, Alpha Associates, 
Kentucky Coal Resources, Ltd., West Hills 
Associates, Sunnyhills Associates and Sewanee 
Ridge Associates (the “limited partnerships”) from 
violations of Sections 5(a), 5(c) (registration) and 
17(a) (antifraud) of the Securities Act of 1933 and 
Section 10(b) (antifraud) of the Securities Exchange 
Act of 1934 and Rule 10b-5 thereunder. 


Without admitting or denying the allegations 
contained in the Commission’s Complaint (the 
answers having been withdrawn in connection with 
this settlement), Defendants Cohen, Halajen andthe 
six limited partnerships consented to the entry of the 
Judgment of Permanent Injunction and Other 
Equitable Relief. The equitable relief included an 
obligation of Cohen and Haljen to pay an aggregate 
of $100,000 to the above named partnerships, 
distributed on a pro-rata basis, to be used solely for 
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proper business purposes of the partnerships and 
no such funds to be paid to Cohen or Halajen. Cohen 
undertook to provide to each limited partner of each 
defendant partnership a copy of the Judgment, the 
Consents entered into by each of the above named 
defendants and a letter summarizing the settlement 
and disposition of this action. Cohen further 
undertook, for a period of five years from the date of 
entry of the Judgment to provide a summary of the 
settlement and disposition of this action in the 
principal disclosure document of each offering of 
securities (public or private) which document 
Cohen, directly or indirectly, prepares or causes to 
be prepared, or with respect to which securities 
Cohen is the issuer, underwriter or promoter, or 
owns a majority interest in, or controls the issuer, 
underwriter or promoter of such securities. 


The Commission’s Complaint in this matter, filed on 
April 2, 1980, alleged the Defendants Cohen, 
Halajen and the six limited partnerships defrauded 
the public in connection with the sale in 1976 of 
approximately $7,925,000 of unregistered 
securities, i.e. interests in the six defendant coal 
mining limited partnerships. 


Specifically, the Commission’s Complaint alleged 
that the interests in the partnerships were offered 
and sold to the public by Cohen and Haljen 
principally by means of offering circulars which 
contained material misrepresentations and omitted 
material facts concerning, among other things, 
leasehold interests in the properties, the purported 
tax benefits to investors, engineering reports, the 
experience and background of the persons 
rendering services to or transacting with the 
partnerships, including Alexander Guterma, and use 
of proceeds. (For further information see Litigation 
Release No. 9050). 





Litigation Release No. 9280/January 29, 1981 


UNITED STATES v. RALPH OLIVER (D.N.J., Criminal 
No. 80-324) 


William W. Robertson, United States Attorney for the 
District of New Jersey, Paul F. Leonard, Regional 
Administrator, and Thomas H. Monahan, Assistant 
Regional Administrator (Philadelphia) of the 
Washington Regional Office of the Securities and 
Exchange Commission, announced that on 
November 4, 1980, Ralph Oliver of Cherry Hill, New 
Jersey, pleaded guilty to two counts of a twelve count 
mail fraud indictment. The indictment charged that 
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during the period from January 1970 through 1978, 
Oliver engaged in a scheme and artifice to defraud 
thirty-nine individuals and obtained approximately 
$120,000 from such individuals by means of false 
and fraudulent pretenses, representations and 
promises. 


On January 9, 1981, United States District Court 
Judge Stanley S. Brotman sentenced Oliver to 179 
days incarceration in federal prison and three years’ 
probation. 


In an earlier civil action brought by the Commission, 
Oliver was permanently enjoined from violating the 
antifraud provisions of the federal securities laws in 
connection with the same conduct charged in the 
indictment (SEC v. Barnhart & Company, et al, 
E.D.Pa., No. 78-2018). 


(For further information, see Litigation Release Nos. 
8450 and 9191.) 
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